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In 1992 


Sears , Roebuck 


Sears, 

Roebuck 
and Co. 


and Co. underwent 


sweeping changes, 

with the goal of shaping a 


stranger company 


and enhancing 

shareholder value* 

Our focus on 

Sears and Allstate 


positions us for 


success in 1993 


and beyond. 


Roebuck and Co 


Sears, 


We're shaping a stronger Sears and enhancing shareholder value 


Sears Merchandise Group -to continue as a core business 



With its mail-based retail stores. Sears meets middle America's needs for 
apparel, home and automotive products and services. Continued emphasis on 
customer service and a new marketing focus will build revenues in 1993 and 
beyond 


Sears is the nation's 
number one credit 
provider among 
retailers 


Sears operates 145 
department stores in 
Canada and Mexico 


Allstate Insurance Group -to continue as a core business with up to 20% of its stock planned to be sold 
by Allstate through a public offering and Sears continuing to own at least 80% 



AUTO * HOMl-.OWM.KSj 


•Allstate is the 2nd 
largest insurer of 
homes and autos in 
the U.S. 



Business Insurance 
markets select lines 
to small and mid 
sized businesses and 
provides reinsurance 
to other insurers 



MORTGAGE 


PMI Mongage lnsur 
ante Co is the 3rd 
largest mortgage 
guaranty insurer in 
the U.S 



UR 


Allstate Life offers a 
broad range of lile in 
surance and annuity 
and pension pnxi 
ucts nationwide 


Other Ongoing Corporate Businesses and Ventures 


IIOMAKT DfcVFJ OPMENT CO. 

Homan is one of the country's leading 
developers, owners and managers of 
shopping centers It also owns and 
manages a portfolio of investment 
grade office buildings 


PRODIGY 

A Sears/IBM partnership, PRODIGY is 
the nation's most popular home com 
puter network, providing its members 
such services as news, travel ucketing, 
brokerage and banking, shopping and 
electronic mail 


ADV ANTIS 

A )oint venture of IBM and Sears, 

ADV ANTIS provides voice and data 
networking services including the de 
sign development and integration of 
custom networks, electronic data inter 
change and electronic mail 


Dean Witter, Discover & Co.-sold 20% Coldwell Banker Residential Services 

through an initial public offering and Residential Services businesses planned to be sold 

shares held by Sears planned to be 
distributed to Sears shareholders 



SECURITIES 


Dean Witter offers se 
cunties and other in 
vestment products 
through 7.000 Ac¬ 
count Executives in 
336 offices nation 
wide 



Discover Card is 
the nation's largest 
single issuer of general 
purpose domestic 
credit or charge cards 
as measured by num 
ber of cardholders. 



RESIDENTIAL 


Coldwell Banker Res 
idential is the na 
uon's largest owned 
residential real estate 
brokerage 



MORTGAGES 


Sears Mortgage Bank 
ing Group onginates, 
sells, services and in 
vests in residential 
mongage loans 
















































Financial Highlights 


Financial Highlights of Continuing Operations 

3 year highlights restated to show performance of core continuing operations: Sears Merchandise Group, 
Allstate Insurance Group and other Corporate businesses and ventures 


millions, except per 
common share data 

1992 

1991 

1990 


$ 52,345 

$ 50,983 

$50,283 

Income (Loss) of Continuing Operations 




Before Changes in Accounting. 

(2,56") 

916 

713 

Per common share. 

(7-02) 

2.65 

2.08 


42,176 

39,824 

33,746 


83,533 

77,952 

71,112 

Debt. 

. 18,343 

19,800 

19,731 

Total Liabilities. 

72,760 

63.764 

58,288 


10,773 

14,188 

12,824 





Financial Highlights of Total Sears Operations 

3 year highlights of total Company performance including all businesses 

millions, except per 

common share data 1992 1991 1990 


Revenues* . 

Income (Loss) Before Changes in Accounting. 

Cumulative Effect of Changes in Accounting for 


Net Income (Loss). 

Common share dividends. 

Per common share 

Income (Loss) Before Changes in Accounting 

Net Income (Loss). 

Dividends. 

Investments*. 


Debt and Deposits* 

Liabilities*. 

Shareholders' Equity. 


$ 59,000 

$ 57,242 

$55,972 

(2.059) 

1,279 

902 

(1,873) 

— 

— 

(3,932) 

1,279 

902 

690 

688 

686 

(5-65) 

3.71 

2.63 

(10.72) 

3-71 

2.63 

2.00 

2.00 

2.00 

49,858 

46,567 

38,675 

. 113,912 

106,435 

96,253 

37,107 

38,104 

35,833 

103,139 

92,247 

83,429 

10,773 

[ to treat Dean Witter, 

14,188 

Discover Sc Co and 

12,824 


the Coldwell Ranker Residential Services businesses as discontinued operations 
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Chairman's Message to Shareholders 


1992 was the most difficult year in the 


Company's history, but also one which 
• produced historic change that we believe 


will provide lasting benefits for Sears 


shareholders. 

Our financial results were impacted by a continued 
economic slowdown as well as by several unusual 
factors ranging from Hurricane Andrew, the most 
costly natural disaster in the history of the United 
States, to a major one-time charge associated with 
the adoption of new accounting standards. 

Despite those challenges, I believe that in the 
years to come, 1992 and early 1993 will be best 
remembered for far reaching actions taken by your 
board to enhance shareholder value and transform 
the Company into a new Sears. 

The actions were based upon an intensive, on¬ 
going analysis of a wide range of issues which rec¬ 
ognized that in an era of increasing competition, 
more focused, less leveraged companies will have 
an important advantage. 

The board’s actions will enable us to concern 
trate on our core retail and insurance businesses; 
will greatly strengthen our balance sheet and signif 
icantlv improve our financial flexibility; and will en 
able shareholders to participate more directly in 
the enormous value we have built in our financial 
services businesses. 

As an example of that value creation effort, over 
the past decade financial services revenues have 
grown from $8.9 billion to $27.2 billion, a 12% 
compound annual increase, and assets have 
climbed from $21.5 billion to $85.8 billion, an al¬ 
most 15% compound annual growth rate. 

.Announcing steps to unlock this value on Sep 
tember 29. 1992, the board spelled out a fundamen 
tal repositioning of the Company that includes 
Dean Witter’s sale of 20% of its stock to the public 
and a distribution of the Dean Witter stock held 
by Sears to our common shareholders, the offer 
by Allstate of up to 20% of its stock to the public, 
and the sale of the Coldwell Banker Residential 
Services businesses. 

The initial public offering of Dean Witter was 
completed on March 1, establishing a valuation of 
approximately $5 billion for all of Dean Witter. 

The remaining transactions are moving ahead ac¬ 
cording to plan and are expected to be completed 
during 1993- 


A companion announcement on January' 25, 
1993 detailed dramatic steps to correct many- 
chronic problems of the Merchandise Group and 
clearly signaled our determination to improve its 
competitive position and earnings potential. 

These steps included discontinuing domestic cat 
alog operations, closing a number of unprofitable 
retail stores, exiting unprofitable merchandise lines 
and services, and other measures that will signifi 
candy accelerate our expense reducuon efforts and 
make Sears a much more compelling shopping des 
unauon. 

Even though the board's actions involve 
divesutures, spin offs, exits and downsizings, con 
unuing businesses accounted for about $48 billion 
in sales, or 81% of total 1992 revenue. That is a 
very large base on which to build and. given what 
we’ve set in motion, offers tremendous potential 
for earnings growth. 

1992 Results 

To provide a complete picture of 1992 perfor 
mance in context with the Company’s restructur 
ing, we are presenung diis year’s results on both a 
total and conunuing operauons basis. Continuing 
operauons include Sears Merchandise Group, 
.Allstate, and Homan Development Co. 

Primarily due to unusual items and accounting 
changes amounting to $5-48 billion, the Company- 
had a 1992 net loss of $3 93 billion, or $10.72 per 
common share, compared with net income of 
$1.28 billion, or $3.71 per common share in 1991 
Excluding these unusual items, total 1992 income 
w'ould have been $1.55 billion 

The principal unusual items affecting our after 
tax results w^ere a $ 1.87 billion noncash charge to 
adopt new accounting standards covering 
postretirement and postemployment benefits; a 
$ 1.7 billion after tax charge for the Merchandise 
Group’s restructuring program; a $1.65 billion 
charge for catastrophe losses incurred by Allstate 
from Hurricane Andrew; a $207 million write 
down of various Homan Development Co. proper 
ties; and gains totaling $87 million from the sales 
of minority' interests in SPS Transacuon Services. 
Inc. and Sears Mexico. 

Conunuing operations had a loss for the year, 
before the cumulauve effect of the accounung 
changes, of $2.57 billion or $T02 per common 
share, compared with income of $915-6 million, or 
$2.65 per common share in 1991. Excluding the 
effect of unusual items, conunuing operations had 
income of $1.06 billion for 1992. 

Revenues from continuing operations, which in 
elude catalog revenues, totaled $52.34 billion for 
the vear, an increase of 2.7% from $50.98 billion in 
1991. 








Edward A. Brennan 


Sears Merchandise Group 

I firmly believe that the actions announced in 
January, coupled with those taken in recent years, 
result in a Merchandise Group which now has the 
right ingredients for profitable growth. 

Our decisions, while plainly necessary in the 
face of increasingly tough competition, have never 
theless been extremely difficult. 1 especially regret 
the losses of jobs and the discontinuance of our 
catalog—an American institution and a pan of our 
heritage. 

The precepts guiding our reshaping of the Mer 
chandise Group have been to reinforce our ability 
to compete in businesses and locations where we 
know we can win, and to exit those we've found 
will not contribute soon enough or with sufficient 
certainty to help us move ahead. 

Another major action to help put the business 
on solid footing was the board’s election in Au¬ 
gust of Arthur C. Martinez as chairman and chief 
executive officer of the Merchandise Group. Arthur 
is a proven retail executive and I am confident his 
abilities, coupled with Sears traditional strengths, 
form the basis for a more profitable Merchandise 
Group 

The Merchandise Group reported a loss of 
$2.98 billion for 1992- Excluding the impact of un 
usual items, the Group had income of $264.9 mil 
lion, compared with $486.3 million in 1991 Reve 
nues were $3196 billion, compared with $31.43 bil 
lion in 1991. 


Widely publicized mid year allegations that we 
sold automotive customers parts and sen-ices they 
didn’t need hit us very hard. Our determination to 
restore customer confidence in the quality of our 
automotive senice remains one of our highest pri 
orities. 

Allstate Insurance Group 

The losses from Hurricane Andrew obscured an 
otherwise outstanding year for Allstate. 

Although revenues grew by 4.5% to $20.23 bil 
lion in 1992, the Group suffered a net loss of 
$825.2 million. Excluding Hurricane Andrew and 
accounting changes, Allstate income w r as $1.17 bil 
lion, compared with $722.5 million in 1991 

Improved underwriting results, expense con 
trols and investment income growth contributed 
to a strong performance within Allstate’s core busi 
nesses. This helped mitigate the catastrophe losses 
that, in total, were many times greater than any 
other year in Allstate’s history. 

In the aftermath of Hurricane Andrew, ihou 
sands of employees of the Sears family of compa 
nies, many of whom lost their own homes and 
possessions, rapidly came together in a compas 
sionate. around-the-clock effort to support the 
work of the Allstate Catastrophe Team brought in 
from across the country to meet the needs of our 
policyholders. 





Chairman's Message ta Shareholders continued 


Homart Development Co. 

Horfiart, previously a pan of Coldwell Banker, 
had a loss of $257.3 million for the year. 

Excluding the $207 million writedown of land 
held for office development and selected office 
properties and the accounting changes, the com 
pany incurred a loss of $48.6 million, compared 
with income of $34.2 million in 1991. This compar¬ 
ison is influenced by the amount of after tax gains 
recorded from the sale of properties, with $19 mil 
lion of gains reported in 1992 versus $102 million 
in 1991. 

Dean Witter, Discover & Co. 

Dean Witter had an excellent year, as each seg 
ment of its business posted earnings increases 
over the previous year. 

Total 1992 net in 
come was $410.5 mil¬ 
lion. Before account 
ing changes and the 
sale of a minority in 
terest in SPS Transac¬ 
tion Services, Inc., 
the Group’s income 
rose 19.4% to $411.5 
million from $344.6 
million in 1991. Rev¬ 
enues rose 6% to 
$5.23 billion. 

Coldwell Banker Residential Services 

Both residential and mortgage operations expe¬ 
rienced significant growth due to increased home 
sales and mortgage loan originations resulting 
from lower mortgage interest rates. 

Total income was $67.2 million; however, be 
fore the accounting changes, income was $‘ 7 5.0 mil 
lion, compared with $26.4 million in 1991. Reve¬ 
nues were $1.52 billion, compared with $1.39 bil 
lion in 1991. 

Board Actions 

The board of directors adopted several new pol 
icies in 1992 that recognize bo tit the Company’s 
interests as well as those of our shareholders in 
taking a forward looking position on key corpo 
rate governance issues. These policies include full 
confidentiality in shareholder voting, directors arc- 
expected to acquire at least 1,000 Sears common 
shares, and the nominating committee must con 
sist solely of outside directors. 

Over the past several years, we have had discus 
sions with shareholders and shareholder organiza 
tions on corporate governance and other Issues, 
This process has been helpful in the board's delib 
erations on appropriate policies for the Company. 


and we intend to continue such discussions in the 
future. 

The board elected Michael A. Miles, chairman 
and chief executive officer of Philip Morris Compa 
nies Inc., and William E. LaMothe. chairman emeri 
tus of Kellogg Company, as new directors in Sep 
tember. Earlier in the year, shareholders reelected 
directors Warren L. Batts, Nancy C. Reynolds and 
Clarence B Rogers, Jr. 

Two directors are leaving the board in 1993 
E. Mandell de Windt is retiring in March at the man 
datory retirement age, and Norma Pace, who is 
close to mandatory retirement age, will not stand 
for reelection. We will greatly miss their counsel 
and dedicated service on behalf of shareholders. 

In corporate officer changes, James A. Blanda 
was elected vice president and controller. 

Looking Ahead 

I believe that 1993 will be a much improved 
year for Sears, given the extraordinary events that 
occurred last year, the continuing dedication and 
hard work of our employees, and brightening pros¬ 
pects for the U.S. economy. 

Most important, I believe the far reaching steps 
we’ve taken to strengthen and streamline the Com 
pany will result in a new Sears that has a sharper 
focus on its profitable businesses and considerably 
reduced debt. 1 am confident that the actions 
taken will significantly enhance shareholder value 

Finally, we appreciate your support during a 
very difficult year for Sears. Your management is 
determined to make 1993 an outstanding year for 
our shareholders. 


Edward A. Brennan 
Chairman and 
Chief Executive Officer 
March 9. 1993 
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Financial Services A Decade of Success in Creating Shareholder Value 


The fundamental goal of Sears, and 


most American companies, is to Create 


value for their shareholders. 

No matter what the business, value is created 
through one or more of the following basic 
means: 

• Possessing a unique set of resources which is 
unavailable to competitors, 

• Operating in a more efficient manner than com 
petitors, or 

• Having preferential access to markets over com 
petitors. 

Those competitive advantages are difficult to ac 
quire, and because their successful exploitation at¬ 
tracts imitators, they are often even more difficult 
to maintain in the long run 

For the past decade, one of our principal objec 
lives has been to create value through growth in 
consumer financial services. During that period, 
the performance of Sears financial services busi 
nesses has exemplified the successful application 
of value-creating attributes and strategies: 

• Allstate is the second largest property and casu 
airy insurer in America. Approximately one out of 
every eight insured households in the U.S. carries 
Allstate auto or homeowners insurance, and 
Allstate has made great strides in its life business 
as well. Over the past 10 years, Allstate’s revenues 
have grown at an average annual rate of 11% Un¬ 


til Hurricane Andrew, profits were up 6% annually. 

• By taking advantage of Sears family ties with 
the Account Executives at Dean Witter. Allstate Life 
has issued approximately $S billion in investment 
oriented life insurance and annuities through Dean 
Witter since 1984 when the first such products 
were developed 

. Dean Witters earnings have grown at a 24% 
annual rate since 1982. Its securities business has 
achieved a 13% market share and it ranks 6th in 
managed customer assets 

• Discover Card, now the largest single issuer of 
general purpose credit or charge cards in the 
United States as measured by cardholders, with 39 
million Cardmembers (although the total number 
of outstanding Visa and MasterCard cards, which 
are each issued by approximately 6,000 banks, is 
significantly greater ) and over J16 billion in man 
aged receivables, grew from a mere concept in 

1985. That concept was facilitated by Sears ability 
to acquire a bank to issue the card, and based on 
our belief that Sears relationship with millions of 
U.S, households and expertise in retail credit oper 
ations could be combined to offer customers a bet 
ter value than competing bankcards, and thus ere 
ate a valuable franchise for our shareholders. At 
the same time, Sears credit receivables also in 
creased substantially. 

. SFS Transaction Services, Inc., pan of Dean 
Witter, is another outgrowth of Sears expertise in 
retail credit operations. Organized formally in 

1986, a 26% share of SPS was offered to the public- 
in 1992. and by year-end, it had a total market capi 
talization of over $500 million 



1 i Sears, Roebuck and Co. iSfll Financial Services 


I I Sears Roebuck ana Co. 


Financial Services 


















• The growth of Coldwell Banker’s residential 
real estate business, which today has an 11% mar¬ 
ket share compared to 1% in 1982, is directly attrib¬ 
utable to the nationwide market presence of Sears. 
This, and the financial staying power of Sears, 
have allowed the Coldwell Banker residential fran 
chisc to consolidate and prosper through a very 
difficult period for the housing industry. 

• Sears Mortgage Corporation has become one of 
the nation's leading residential mongage bankers. 
This growth is in large pan due to Sears unique 

combination of con¬ 
sumer contact and fi 
nancial market pres¬ 
ence. 

In addition to 
these business sue 
cesses, Sears has also 
created shareholder 
value through strate¬ 
gic divestitures. In 
1989, for example, 
the commercial real 
estate division of 
Coldwell Banker was sold for nearly $300 million 
—an amount greater than Sears paid for the entire 
company in 1981. 

This transaction was pan of the Company’s 
overall strategy to focus on consumer financial 
services. 

While several major industrial companies diver¬ 
sified into financial services industries during the 
1980s, Sears record of substantial growth and 
value creation for our shareholders in insurance, 



brokerage, real estate, credit and mongage lending 
has been one of the most successful. 

The decision announced September 29, 1992 un¬ 
locks the value we’ve created in financial services 
and permits our shareholders to participate more 
direedy in this success. 



Gross Receivables Before Securitization 
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Financial Objectives 


Our financial objectives remain centered on a 


fundamental goal: creating shareholder 
value through stock price appreciation 


and Cash flow from dividends. 

Shareholder Returns 

Consistent with our objective of creating share 
holder value, each business measures the returns 
on its investments against the appropriate cost of 
capital. Due to the diversified nature of our busi¬ 
nesses, shareholder returns are measured against 
general market indices. In 1992 and over the last 
two years. Sears shareholder returns have dramati 
cally outperformed the S&P 500. Ch'er the last five 
years, however, shareholders have earned a below 
market return. Clearly, we are not satisfied with 
this historical stock performance and, as demon¬ 
strated by our actions over the past year, are com 
mitted to providing better long term returns to our 
owners. 


Shareholder Compounded Annual Returns 

50 
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Strategic Repositioning 

In 1992, we undertook significant actions in our 
drive to increase shareholder value The public of 
ferings of up to 20% of Allstate and Dean Witter, 
Discover & Co., along with the sale of the Cold 
well Ranker Residential Services businesses, allows 
shareholders to directly realize the value created in 
these businesses 

The planned spin-off of Dean Witter, Discover 
& Co. will give Sears shareholders direct participa 
tion in Dean Witter s performance The spin off is 
subject to a number of conditions, including re 
ceipt of a tax ruling or opinion as to the tax free 
nature of the spin-off. As discussed on pages 6 and 
7, we take great satisfaction in the value created in 
our financial services businesses and believe these 
businesses have now reached a stage in their con 
tinuing growth where their true market value can 
be recognized 

We have also implemented several Merchandise 
Group initiatives in our pursuit of operating im 
provements and business investments that will im 
prove shareholder returns 

The strategic repositioning of our businesses 
and the announced Merchandise Group restructur 
ing will result in a focused organization committed 
to two core businesses. 

While the revenue of the core continuing opera 
tions represented 89% of total 1992 revenue, the 
strategic repositioning will have a significant im 
pact on our investment composition and leverage. 
Due to the nature of their assets, our financial scrv 
ices businesses could support greater leverage 
than our core continuing businesses The sales 
and spin-off of these financial businesses will there 
fore cause leverage to decline. In addition, by ap 
plying a portion of the sale proceeds to debt reduc¬ 
tion, the Company's balance sheet will be strength 
ened considerably. 

The increased finan 
cial flexibility de¬ 
rived from the strate 
gic repositioning is 
essential in provid 
ing our core busi¬ 
nesses with the op¬ 
portunity to pursue 
long-term invest¬ 
ments that will earn 
returns above their 
cost of capital. 


We will approach a 15% 
ROE in 1993 and expect 
to exceed our goal in 
1994. 
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The analysis below compares 1992 financial re 
suits, before restatement for discontinued opera¬ 
tions, to the results of our continuing operations 
after adjustment for $3 billion in estimated pro¬ 
ceeds from the strategic repositioning. 


(millions) 

Total 

Operations 

Pro Forma 
Continuing 
Opera lions 

% Chge 

Revenue 

$ 59,000 

$52,345 

-11.3% 

Assets 

113,912 

80,447 

-29.4% 

Debt and Deposits 

37,107 

15,343 

-58.7% 

Equity’ 

10,773 

9,251 

—14 1% 

Debt to Equity 

3-4 

1.7 
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1992 Financial Assets and Leverage 
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Return on Equity 

Our financial objectives include our goal of con 
sistently achieving superior returns on shareholder 
equity. The actions taken in 1992 will allow us to 
focus on profitable revenue growth and expense 
reductions for our core businesses in order to 
achieve our earnings objectives while prudently 
managing risk. In measuring 1992 ROE, we ad 
justed for the following special items: 

• the adoption of new accounting standards for 
postretirement and postemployment benefits; 

• the Merchandise Group restructuring charge; 

• a charge for losses due to Hurricane Andrew; 

• the writedown of Homan properties, and 

• recognition of gains from the sales of minority 
interests. 


.After adjustment for the above items, 1992 re¬ 
turn on common equity from continuing opera¬ 
tions was 11.0% compared to 1991 return on com 
mon equity of 9.6%. With the announced reposi 
tioning of the Company, we believe we now have 
the operating structure and management team in 
place to achieve a consolidated long-term ROE 
goal of at least 15% while maintaining appropriate 
leverage. We will approach a 15% ROE in 1993 
and expect to exceed our goal in 1994. 

Dividend Policy 

Our dividend level is designed to provide an ad 
equate cash return to our investors while maintain 
ing the ability to grow our businesses through in 
vestments that will earn above their cost of capital. 

Dividend policy also reflects our financial objec 
tive to maintain a high level of financial flexibility 
Our recendy declared quarterly dividend of $.40 
per share incorporates the anticipated excess cash 
flow' from our core continuing businesses given 
our desired capital structure. 

In addition to a $.40 Sears quarterly dividend, 
we anticipate that shareholders will also receive 
the equivalent of a $.04 quarterly dividend to be 
paid by Dean Witter, Discover & Co. following the 
spin off later this year. We recognize the impor¬ 
tance of dividends to our investors and will con 
tinue to review our dividend level to ensure w'e 
have a proper balance between current cash re¬ 
turns and long-term capital appreciation. 

Capital Structure 

Our objective is to optimize the use of debt in 
our capital structure so that we achieve the lowest 
possible cost of capital consistent with our need 
for financial flexibility. Debt levels are determined 
through analysis of future cash flow's and invest¬ 
ment requirements while ensuring sufficient mar¬ 
ket sources of financing. Debt composition is deter 
mined by minimizing shareholder risk to both in 
terest rate fluctuations and variability in financing 
sources. The spin-off of Dean Witter, Discover & 
Co. and the sale of the Coldwell Banker Residen¬ 
tial Services businesses will greatly reduce our fu 
ture need for capital. The use of the proceeds 
from the strategic repositioning to pay down debt 
will provide additional financial flexibility and re¬ 
duce shareholder risk. The de leveraging of the 
Company is an important element in our strategic 
positioning for the coming decade. Ensuring that 
our businesses can raise capital efficiently provides 
us with a competitive advantage in our core 
businesses. 


























Scars Merchandise Group 



With 85% of our 
stores in America's 
best shopping malls. 
Sears will focus its 
capitol spending in 
those locations to 
achieve an exciting, 
updated look. 


• We are a middle market retailer. The mid mar 
ket is where the customers are and that's where 
the opportunities are. 

• Our store locations are without equal in Amen 
ca. The shopping mall is still the predominant shop 
ping destination, and Sears has the best portfolio 
of mall based locations in the industry. 

• We have a lean and effective management 
team, composed of company veterans and experi 
enced executives new to Sears, to complement a 
skilled retail selling force which is dedicated to 
meeting the needs of our customers 

Sears plans to accelerate the pace of its 1992 sec 
ond-half revenue growth, which included in 
creases in sales of apparel, home fashions and ap 
pliances. Revenue growth will be further enhanced 
through: 

• Ensuring that product assortment and pricing 
meet core customer needs and expectations. 

• Placing more emphasis on local market assort 
ments and pricing. 

• Communicating a marketing statement that 
clearly positions Sears as a compelling place to 
shop. Our message will be targeted to women 
who are the primary decision makers in most of 
our businesses. 

• Creating a more consistent, appealing look in 
our stores. 

. Continually reinforcing our commitment to cus¬ 
tomer service. 

To achieve our objectives this year and to posi 
tion the company for profitable growth in the 
years beyond, w r e are implementing a comprehen 
sive restructuring which focuses on profitable core 
retail businesses and eliminates under performing 


The future SUCCeSS of Sears Merchandise 


Group lies in providing mid-market consumers 


great product values and superior 


service in businesses where we can excel and 


deliver an attractive return to our 


shareholders. 


Highlights 

in millions 

1992 

Irvoiuo 

131.960 5 

W*ct> 

26.968.7 

Rrcrinblo 

13.877.6 

Ium Before 

Chanitn in 
ActnuuUoK 

(1.472 2; 

Restructuring 

Clw»nje. 

after-tax 

0.729 7: 


Our principal strengths lie in our loyal customer 
base, powerful network of mall-based retail stores, 
highly focused product lines in apparel, home and 
automotive, nationwide service organization and at 
tractive credit programs. 

Sears is well-positioned for the '90s, and we will 
continue to refine our merchandising programs to 
meet the needs of our customers, who represent 
the strength and diversity of middle America. Typi¬ 
cally, they are households with two wage earners, 
children, a home, car payments, modest dispos 
able income and a need and desire for great value 
in merchandise and services. 

As we move forward, we will take full advan¬ 
tage of Sears position and strengths in the market 


to 











Chairman Arthur Martinez discusses 
women's apparel trends with sales 
manager Audrey Hall, left, and 
district business manager Linda 


businesses, stores and lines This will enable us to 
build on our greatest strengths and our potential. 

In stores, we will continue to refine our presen 
tation concepts and product assortments. We are 
bringing together new store design elements— 
fixturing, coloration, lighting, wider aisles—to en¬ 
hance the shopping experience as we continue to 
expand assortments of national brands to comple 
ment the company’s well-recognized proprietary- 
brands. This provides us with powerful product 
statements across all lines. 

• In Apparel—We will continue to expand our ap 
parel offerings—driven by fashion, quality and 
value—for the entire family. We will develop the 
accessories component of our apparel business, in 
eluding testing the reintroduction of cosmetics and 
fragrances. 

• In Home— We will leverage our dominant posi 
tion in products for the home with our superior 
ability to deliver, install, repair and finance these 
goods. In Brand Central, we will continue to build 
our appliance market share. In home improve¬ 
ment, we will reshape our store assortment and en 
vironment to be more respoasive to mall shop¬ 
pers. We'll also exploit the equity of key- brands to 
build our freestanding Homelife furniture store 
and Paint and Hardware store networks. 

. In Automotive—We will simplify 1 our focus to 
tires, batteries and related installation and repair 
services. 

Within our product assortments are powerful 
lines which provide us in many instances with No 
1 outlet or brand shares in retailing. These fran 
chise lines—Kenmore appliances, Craftsman tools, 

1 MeHard batteries and many others—dominate the 
marketplace through their long-standing reputa¬ 
tions for quality, innovation and value. 

To leverage these product strengths and presen 
tation strategies. w r e have a $4 billion capital bud¬ 
get over the next five years which will primarily be 
used to give all existing stores an updated look 
and then ensuring that our stores are remodeled 
on a periodic cycle. 

We launched a major initiative last year to im 
prove customer service. Called Pure Selling Envi 
ronment, it enables sales associates to concentrate 


Franchise lines such as Crafts¬ 
man tools will continue to 
play a major role in our mer¬ 
chandise strategies. Associ¬ 
ate John Michaels helps a 
Bloomingdale, III. customer 
make a too! selection. 


more time and effort on taking care of customers. 
Coupled with after-sale delivery 1 and product ser 
vice initiatives, this reinforces our ongoing commit 
ment to total customer satisfaction. 

Our credit business performed exceedingly well 
in 1992. We have nearly 27 million active 
SearsCharge accounts and continue to add new ac¬ 
counts primarily through innovative in-store and 
pre-approved direct mail solicitation programs. We 
are continuing a test begun in 1992 to accept cards 
from Visa, MasterCard and American Express in six 
major markets. We will evaluate the financial im¬ 
pact and the customer satisfaction lev-els of these 
new credit options before deciding whether to ex 
pand their use to all stores. 

In support of existing retail, buydng and admin 
istrative structures, we have aggressively po¬ 
sitioned information systems and technology that 
enable us to manage our businesses better, sim¬ 
plify- business processes and reduce costs. The 
recently installed Sears Apparel Merchandising 
System, for example, allows apparel merchants to 
track sales by market or by demographic clusters 
to quickly spot emerging trends in our stores. 

With an improving economic climate and a 
more focused marketing direction, Sears is well po 
sitioned for growth as a dominant mid-market 
retailer in the years to come. 

Our success wall be driven by our dedicated 
associates—from our stores to our home office— 
who over the past several years have demon 
strated their loyalty', resiliency and willingness to 
make change work. .An organization is only as 
good as its people, and w'e have the people to 
make Sears a stronger company and to wan for our 
customers and shareholders in the vears ahead. 
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Allstate Insurance Group 


in 1992 , Allstate delivered on its promise 


to customers in the face of unprecedented 


catastrophes . 


Highlights 

in million* 1992 


Rrvcnuc* 

520,228.1 

A»et* 

SO. 141.0 

liivrsunaits 

41730.8 

Lo» Before 

Change* in 

Accounting (4996' 

Catastrophe 


Losses, 


after lax 

(2,178.2; 


The company’s strengths, its strategies and its peo 
pie were tested as never before in the aftermath of 
Hurricane Andrew, one of the worst natural disas 
ters in modern history. Allstate employees across 
the country delivered on the company's promise 
to its customers, helping them begin to put their 
lives back together. 

Hurricane .Andrew and other catastrophes ere 
ated the worst year on record for catastrophes in 
the United States. Because of the unprecedented 
level of catastrophe claims and a non-recurring 
charge associated with a change in accounting for 
postretirement and postemployment benefits. 
.Allstate incurred a loss of $825.2 million in 1992. 
However, excluding the impact of Hurricane An 
drew and the accounting change, income from 
property liability' operations improved significantly. 


The magnitude of Hurricane Andrew, which dev 
astated pans of southern Florida and Louisiana, 
was underscored by damages which, for .Allstate, 
totaled 10 times that of the nation's worst previous 
storm. .Allstate expects the number of claims from 
the hurricane to total 158.000. Losses are estimated 
at $2.5 billion after reinsurance, with the after tax 
impact on Allstate's earnings of $ 1.65 billion. 

.Allstate has begun a number of steps designed 
to mitigate its exposure to catastrophe losses. It 
also continues its key focus on customer satisfac¬ 
tion, coupled w'lth its efforts at expense and loss 
reduction. 

The personal property and casualty operation, 
which includes private passenger auto and home- 
owners insurance, is the largest business segment 
and accounts for more than 75% of Allstate's reve 
nues. Its intense concentration on customer 
focused quality has been the key to Allstate’s initial 
success of balancing growih, profitability' and capi 
tal through increased customer retention. It is also 
the foundation for the company’s commitment to 
delivering quality customer service. 

In today’s challenging marketplace, the success 
of the personal property' and casualty operation 
w'ill hinge on its ability to meet the changing needs 


Lacking phones and electricity , Allstate customers in south 
Florida used hand-painted signs to attract the attention of 
claim adjusters. 
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of Allstate customers. To do that, Allstate plans to 
further segment markets so that it will be better 
able to deliver competitive value to customers 
based on the needs of the local marketplace. The 
focal point of this strategy' is the Allstate agent. 

With customer research showing that the insur¬ 
ance-buying public values its relationships with its 
agents, Allstate's personal property' and casualty op¬ 
eration is redefining the agent's role to continue to 
better meet customer needs. .And it has begun align 
ing employees, technology and processes to better 
support agents' relationships with their customers. 

Over the past three years, Allstate Business Insur¬ 
ance, with $1.4 billion in 1992 premiums written, 
successfully employed similar customer focused 
strategies in addition to seeking profitable product 
and geographic niches in the reinsurance and 
small and mid-sized commercial marketplaces. 

The principal distribution channels for business 
insurance products are the Allstate agent cross sell 
ing to auto and homeowner policyholders, inde¬ 
pendent agents selling products under the 
Northbrook name and independent reinsurance 
brokers selling Allstate's reinsurance products. 

With this new focus, Allstate announced its inten¬ 
tion to exit the national accounts market in Octo¬ 
ber 1992. 

Excluding Hurricane Andrew, all Business Insur 
ancc distribution channels recorded growth in rev 
enues and underwriting income compared to 
1991 The improvements in underwriting income 
were driven by cost containment in both loss and 
expense ratios. 

PMI Mortgage Insurance Co., a wholly-owned 
subsidiary' of Allstate and the third largest mort 
gage guaranty' insurer in the United States, protects 
lenders and investors in the event of individual 
mortgage loan defaults. In 1992, PMI insured more 
than 425,000 mortgage loans PMI’s strategy is to 
increase profitability by increasing market share in 
both its mortgage guaranty and mortgage pool in¬ 
surance businesses. v 

Financial strength is among the most important 
attributes customers require of a life insurer. With 
$1.8 billion in surplus and assets of $23 2 billion, 
Allstate Life is one of the stronger life insurers in 


Chairman Wayne Hedien was one of the first to survey Hurri¬ 
cane Andrew's path of destruction on foot. Bock at home 
office he got a high-tech view of the area. 



the industry To maintain this position and meet 
customer requirements, Allstate Life is committed 
to balanced growth and customer focused quality 
strategies. 

Allstate Life's investment strategy is based on 
preservation of capital while providing customers 
with a competitive rate of return. The strategy 
seeks to effectively match assets with related liabili¬ 
ties and maintain a strong liquid investment posi 
tion through management of a diverse portfolio of 
high-quality investments. 

Allstate Life is committed to building lifetime re¬ 
lationships with its customers through the Allstate 
agencies. The focus is on increasing agents' pene¬ 
tration of their existing book of Allstate 
property/casualty customers. This focus resulted in 
increased life sales for Allstate agents and their life 
specialist partners in 1992. 

Allstate Life also uses a network of distinct distri¬ 
bution channels focused on specific markets to 
meet the changing financial needs of American con¬ 
sumers. These channels include financial institu¬ 
tions such as Dean Witter, Discover & Co., indepen 
dent agents from Lincoln Benefit and Surety Life, 
specialized brokers who handle group pensions 
and structured settlements, and direct response 
marketing 


Agents electronically complete new pol¬ 
icies and endorsements in a fraction of 
the time it used to take and with near 






Dean Witter, Discover & Co 


Highlight f 

in millions 

1992 

Revenues 

t 5,233.1 

Assets 

24,4244 

IHscovcr Card 


Managed 

Rrecivahlrs 

16,385 9 

Income Before 
Ouuircs in 
Accounting 

439 1 

Client Assets 

In billions 

157.2 


1992 was the best year ever 


for Dean Witter 

Revenues exceeded 15.2 billion, up from $4.9 bil 
lion in 1991. Net income rose to $410.5 million, 
up 191% from $344.6 million. Return on equity 
increased to 17.6%. 


Credit Services 

Credit Services earned a record $232.2 million, 
up from $173.6 million in 1991, including a $32.1 
million gain from the initial public offering of a 
minority interest in SPS Transaction Sendees, Inc. 
Net operating income of $207.3 million rose 19.4% 
in a challenging economic environment. 

Discover Card further strengthened its position 
as the value leader in the competitive credit card 
marketplace. Managed receivables increased from 
$14.7 billion to $16.4 billion. Merchant outlets in 
creased to 1.67 million, the largest domestic mer 
chant base of any single credit or charge card is¬ 
suer in the U.S. With 39 million Cardmembers and 
nearly 28 million accounts, Discover Card is now 
the largest single issuer of general purpose domes 
tic credit or charge cards. 

In November, Discover Card announced 
SmartRate, a variable APR which rewards its best 
customers with a rate as low as 14.9% on pur¬ 
chases, further adding to its competitive advan¬ 
tage. 

Our plans to introduce the Prime Option Visa 
card remain contingent upon the outcome of litiga¬ 
tion and regulatory approval. Prime Option Visa 


74 


■ctvety^ 


\s 




•test tat®' 


Out ® 3 















Philip Purcell is Chairman and Chief Executive Officer of Dean 
Witter, Discover & Co., which meets the investing needs of 
2.9 million individual and institutional clients and the credit 
needs of 39 million Discover Cardmembers. 

will be distinguished by a number of features de¬ 
signed to appeal to consumers who maintain 
revolving balances. 

SPS Transaction Services, Inc. successfully com 
pleted an initial public offering of 25.7% of its 
shares in March 1992. with Dean Witter retaining a 
74.3% majority interest SPS posted record reve¬ 
nues and net income, and a return on equity of 
30.6% in 1992. 

Securities 

Securities posted its fourth consecutive record 
year. Net income increased to $178.3 million, after 
the effect of an accounting change Net operating 
income increased to $199-7 million, up 16.8% 
from 1991. Assets under management, a key driver 
of future income, increased to $59 billion. Total 
client asset responsibility reached $157 billion. 
Account Executive average productivity increased 
to $224,900 These were all record performances, 
reflecting the continued payoff of our client 
focused strategy. 

1992 was also a year of continuing innovation. 
A strategic alliance with Trust Company of the 
West resulted in the addition of an important new 
family of mutual funds, generating almost $2 
billion of new' assets under management in its 
first year. In the fall we announced the formation 
of Nations Securities, a joint venture with 
NationsBank which will market investment 
products to bank customers within a banking 
environment. 

SmartRate Repricing is designed by Discover Card 
to appeal to value-conscious consumers by re¬ 
warding Cardmembers who have higher annual 
purchase volumes. 
















Co/c/we// Banker Residential Services 


Coldwell Banker solidified its position 


in 1992 as a market leader across all of 


its businesses. 

Coldwell Banker Residential Services provides inte¬ 
grated real estate brokerage and lending services 
to home buyers on a national scale through its 
two business units: Coldwell Banker Residential, a 
leading residential brokerage, affiliate brokerage 
and relocation firm, and Sears Mortgage Banking 
Group, a top-ranked mortgage originator, seller, 
servicer and portfolio investor. 

These two business units are leaders in their re¬ 
spective industries and provide a wide range of 
products and services for residential customers. 
During 1992, Residential market share and Sears 
Mortgage origination volume grew to record lev¬ 
els. The companies are w’ell positioned to con 
tinue to increase both the volume and breadth of 
services sold to the home buyer at the point of 
home purchase 

Coldwell Banker Residential 

Residential brokerage, the Affiliates organization 
and Relocation services all enjoyed increased reve¬ 
nue and net income for 1992. A significant and 
growing portion of Residential's customers uti¬ 
lized the Mortgage Group to finance their home 
purchases. 

While U.S. existing home sales increased approx¬ 
imately 9% in 1992, Residential’s real estate transac¬ 
tions increased 14% over 1991, with one in every 
nine homes sold in America involving a Coldwell 
Banker sales associate. Coldwell Banker ranked as 
the largest owned residential real estate brokerage 
in the United States. Coldwell Banker participated 
in over 420,000 transactions. Affiliate brokers re 




Art Hill, Chairman and CEO of Coldwell Banker Residential Ser¬ 
vices, credits the Group's continued growth to cost reduction 
and on unwavering commitment to customer service. 


newed at a rate exceeding 95%. Coldwell Banker 
Relocation handled over 19,000 transferees and 
achieved industry leadership in outsourced reloca 
tion services for American corporations. In total, 
Coldwell Banker Residential now has more than 
2,000 offices and approximately 45,000 sales associ¬ 
ates in all 50 states, Puerto Rico and Canada. 

Sears Mortgage Banking Group 

The Mortgage Group originates, sells, services 
and invests in one-to-four family residential mort 
gage loans through a tightly integrated family of 
companies—Sears Mongage Corporation, Sears 
Mongage Securities Corporation and Sears Savings 
Bank. 

The Mortgage Group’s focus is on the creation 
of value through the origination of high volumes 
of residential mortgage loans either for sale in the 
secondary market or for investment by Sears Sav¬ 
ings Bank. The Mortgage Groups unique organiza 
tional structure allows it to offer one of the most 
comprehensive product lines available in the mar¬ 
ket today through a coordinated set of complemen¬ 
tary distribution channels. 

Experiencing a favorable interest rate environ¬ 
ment throughout 1992, mortgage loan production 
increased 43% to a record $11.75 billion from $8.2 
billion in 1991 The Mortgage Group continued to 
strengthen its relationship with Residential, originat¬ 
ing $3.6 billion in mortgage loans from Coldwell 
Banker customers, approximately 60% higher titan 
the level achieved in 1991 Sears Mortgage Corpo¬ 
ration’s servicing portfolio increased 32% to $27.2 
billion from $20.6 billion in 1991, positioning it in 
the top 15 mortgage loan servicers in the country 
and providing further economies of scale on a cost 
per loan basis. 

Utilizing its unique Appro valFirs t* program. Sears Mortgage 
Corporation prequalified nearly 77,000 borrowers for mort¬ 
gages in I 992. 


Highlights 

m millions 

1992 

Revenue* 

f 1.523 4 


9.1933 

Investments 

7.667.0 

Income Before 
Changes in 
Accounting 

73.6 

Mortgage 

Production Volume 11.8 

in billions 
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Sears, Roebuck: and Co 


Ten-Year Summary of Consolidated Financial Data 


f millions, except per common share data 


Operating results 

1992 

1991 

1990 

Revenues 

$ 52,M5 

$ 50,983 

$ 50,283 

Costs and expenses 

52,479 

48,568 

48,069 

Restructuring 

3,108 

— 

265 

Interest 

1,511 

1,681 

1,746 

Operating income (loss) 

(4,753) 

734 

203 

Other income 

64 

130 

146 

Income (loss) before income taxes, minority interest and equity income 
Income taxes (benefit) 

(4,689) 

864 

349 

Current operations 

(2,114) 

(38) 

(228) 

Fresh start and deferred tax benefits 

— 

— 

039) 

Income (loss) from continuing operations 

(2,567) 

916 

713 

Income (loss) from discontinued operations 

508 

363 

189 

Cumulative effect of accounting changes 

(1,873) 

— 

— 

Net income (loss) 

(3,932) 

1,279 

902 

Return on average common equity 

N/M 

9.6% 

6.8^ 


Financial position 


Investments 

$ 42,176 

$ 39,824 

$ 33,746 

Receivables 

18,254 

16,814 

18.339 

Property and equipment, net 

5,483 

5,842 

5,484 

Merchandise inventories 

4,0*48 

4,459 

4,074 

Net assets of discontinued operations 

3,086 

2,416 

2,134 

Total assets 

83,533 

77,952 

71,112 

Insurance reserves 

34,056 

30.165 

25,750 

Short term borrowings 

4,608 

2,215 

7,882 

Long-term debt 

13,735 

17,585 

11,849 

Total debt 

18,343 

19,800 

19,731 

Percent of debt to equity 

170% 

140% 

154* 

Shareholders' equity 

$ 10,7^3 

$ 14,188 

$ 12,824 


Shareholders' common stock investment 


Book value per common share (year-end) 

$ 27.89 

$ 40.29 

$ 37.38 

Shareholders 

337,892 

342,851 

345.071 

Average common shares outstanding (millions) 

370 

344 

343 

Earnings (loss) per common share 

Income (loss) from continuing operations 

$ (7.02) 

$2.65 

$2.08 

Income (loss) from disconunucd operations 

1.37 

1.06 

.55 

Cumulative effect of accounting changes 

(5.07) 

— 

— 

Net income (loss) 

(10.72) 

3.71 

2.63 

Dividends per common share 

$ 2.00 

$2.00 

$2.00 

Dividend pavout percent 

N/M 

539% 

76.0% 

Market price—common stock (high low ) 

48-37 

43V2-24% 

41 7 /h-22 

Closing market price at vear-end 

4 5 Vi 

37Vh 

25-Vb 

Price/earnings ratio (high-low) 

N/M 

12-7 

16-8 


Operating results and financial position for 1991 and prior years have been restated to reflect Dean Witter, Discover & Co. and the Coldweil Banker 
Residential Services businesses as discontinued operations. See note 2 to the coasolidated financial statements. Operating results for 1990 and prior years 
also reflect the group life health business of Allstate lasurance Group and the commercial division of Coldweil Banker as discontinued operatioas 
Operating results and financial position for 1992 reflect the adoption of new accounting rules for postretirement and postemployment benefits See note 1 
to the coasolidated financial statements. Net income in 1988 reflects adoption of new income tax accounting niles 

Senes A Mandatorily Exchangeable Preferred Shares are considered common shares for purposes of calculating book value per common share, average 
common shares outstanding and earnings (loss) per common share See summary of significant accounting policies to the consolidated financial 
statements 
N/M Not meaningful 
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1989 

1988 

1987 

1986 

1985 

1984 

1983 

$ 48.466 

$ 45,262 

$ 41,196 

$ 38,269 

$ 36,041 

$ 35.049 

$ 32,858 

45,383 

42,279 

37,930 

35,419 

33,402 

32.071 

30,231 

— 

751 

105 

— 

— 

— 

— 

1,634 

1,381 

1,203 

1,245 

1,298 

1,284 

997 

1,449 

851 

1,958 

1,605 

1,341 

1,694 

1.630 

127 

156 

143 

258 

275 

243 

64 

1.576 

1.007 

2,101 

1.863 

1,616 

1,937 

1.694 

234 

11 

504 

469 

311 

544 

483 

— 

— 

(172) 

— 

— 

(60) 

— 

1,311 

979 

1,749 

1,380 

1,278 

1,464 

1.232 

198 

(69) 

(116) 

(41) 

16 

(12) 

105 

— 

544 

— 

— 

— 

— 

— 

1,509 

1,454 

1,633 

1,339 

1.294 

1,452 

1.337 

10.9% 

10.5% 

12.4% 

10.9% 

11.5% 

14.0% 

14.4% 


$ 28,901 

$ 24,403 

$ 20,574 

$ 16,797 

$ 14,007 

$ 12,195 

$ 11,416 

18.483 

17,244 

16,628 

14,875 

14,177 

13,952 

12,415 

5,027 

4,754 

4,405 

4,273 

4,258 

4,105 

3,734 

4,358 

3,716 

4.115 

4,013 

4,115 

4,530 

3.621 

1,966 

1.989 

1.861 

1.467 

1,155 

1.147 

1,163 

63,646 

57,073 

51,854 

45,568 

41,167 

38.636 

34,514 

20,847 

17,329 

13,169 

10,014 

8.090 

6,919 

6,2 62 

7,058 

4,412 

4,019 

1,510 

2,205 

2.516 

3,553 

9,344 

9,028 

9,147 

9,580 

9,377 

9,147 

7,149 

16,402 

13,440 

13.166 

11,090 

11.582 

11.663 

10,702 

120% 

96% 

97% 

85% 

98% 

107% 

109% 

$ 13,622 

$ 14.055 

$ 13,541 

$ 13,017 

$ 11,776 

$ 10.903 

$ 9,782 


$ 39.77 

$ 37.75 

$ 35.77 

$ 33-90 

$ 3166 

$ 29.46 

$ 27.59 

348,597 

351,999 

328,446 

319,686 

326,201 

340.831 

339,644 

351 

379 

378 

369 

363 

358 

353 

$3-74 

$2.58 

$4.61 

$3.69 

$3.46 

$4.04 

$3.49 

.56 

(-18) 

1 44 

(.31) 

(.11) 

.05 

(.04) 

30 

4.30 

3-84 

430 

3.58 

351 

4.00 

3-79 

12.00 

$2.00 

$2.00 

$1.76 

$1.76 

$1.76 

$1.52 

46.5% 

52.1% 

46.5% 

49.2% 

50.1% 

44.0% 

40.1% 

48% -36% 

46-32 Va 

59 %-29% 

503/8-35% 

4 l %-30% 

403/8-29% 

45%-27 

38% 

40% 

33% 

393 A 

39 

313/4 

37% 

11-8 

12-8 

14-7 

14-10 

12-9 

10-7 

12-7 


Operating results and financial position tor 1986 and thereafter may not be comparable to prior years due to adoption of new pension accounting rules 
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Sears, Roebuck and Co . 


Five-Year Summary of Business Group Data 


Sears, Roebuck and Co. operates primarily in two busi- 
nesses-retailing and insurance. Management believes that, 
while the consolidated financial statements reflect the total 
financial resources and operating results of the Company, 
analysis of the operations of the industry components within 
the Company is facilitated by separate business group state¬ 
ments. Therefore, beginning on page 40 are supplemental 
summarized financial statements, including notes unique 
to the operations of the continuing business groups, and 
analyses of operations and financial condition. 


The following five-year summary of pertinent business 
group data, derived from the accompanying statements, in¬ 
cludes a further refinement within industry segments. Corpo 
rate assets are principally intercompany receivables, Sears 
Tower, investments and subsidiaries not included in the busi 
ness groups. Corporate operations include revenues anti ex 
penses of such subsidiaries, and items of an overall holding 
company nature including that portion of administrative 
costs and interest which is not allocated to the Company’s 
businesses. 


millioas 


Revenues 

1992 

1991 

1990 

1989 

1988 

Sears Merchandise Group 

Merchandising 

Credit 

International 

$25,418 

2,827 

3,716 

$24,757 

2,735 

3,941 

$25,093 

2,672 

4,221 

$25,002 

2,462 

4,135 

$24,252 

2,260 

3,744 

Sears Merchandise Group total 

31,961 

31,433 

31,986 

31,599 

30,256 

Allstate Insurance Group 

Property liability 

Life 

17,458 

2,7 7 0 

16,582 

2,768 

15,744 

2,455 

14,585 

2,218 

13,268 

1,656 

Allstate Insurance Group total 

20,228 

19,350 

18,199 

16,803 

14,924 

Homan 

222 

221 

203 

139 

138 

Corporate 

229 

226 

152 

146 

198 

Intergroup transactions 

(295) 

(247) 

(257) 

(221) 

(254) 

Total 

$52,345 

$50,983 

$50,283 

$48,466 

$45,262 


Income (loss) before income taxes, minority interest and equity income 




Sears Merchandise Group 

Merchandising 

Credit 

International 

Restructuring 

$ (273) 

658 

42 

(2,758) 

$ 163 

634 

14 

$ 77 

532 

101 

(265) 

$ 483 

464 

189 

$ 400 
517 
167 
(751) 

Sears Merchandise Group total 

(2,331) 

811 

445 

1.136 

333 

Allstate Insurance Group 

Property-liability 

(1,551) 

302 

40 

442 

678 

Life 

126 

237 

261 

242 

191 

.Allstate Insurance Group total 

(1,425) 

539 

301 

684 

869 

Homan 

(77) 

54 

103 

142 

151 

Restructuring 

(327) 

— 

— 



Homan total 

(404) 

54 

103 

142 

151 

Corporate, intergroup transactions and 

reclassifications 

(529) 

(540) 

(500) 

(386) 

( 340 ) 

Total 

$(4,689) 

$ 864 

$ 349 

$1,576 

$1,007 


Operating results and financial position tor 1991 and prior years have been restated to reflect Dean Witter, Discover & Co and the Coidwell Banker 
Residential Services businesses as discontinued operations See note 2 to the consolidated financial statements Operaung results lor 1990 and prior years 
also reflect the group life health business of Allstate Insurance Group and the commercial division of Coidwell Banker as discontinued operations 
Operating results and financial position for 1992 reflect the adoption of new accounting rules for postretiremen! and postemployment benefits See note 1 
to the consolidated financial statements Net income in 1988 reflects adoption of new' income tax accounting rules 


18 









































millions 


Net income (loss) 

1992 

1991 

1990 

1989 

1988 

Sears Merchandise Group 

Merchandising 

$ (179) 

$ 90 

$ 37 

$ 292 

$ 240 

Credit 

408 

394 

330 

288 

325 

International 

29 

2 

45 

67 

66 

Restructuring 

(1,730) 

— 

(155) 

— 

(458) 

Cumulative effect of accounting changes 

(1,505) 

— 

— 

— 

351 

Sears Merchandise Group total 

(2,977) 

486 

257 

647 

524 

Allstate Insurance Group 

Property-liability 

(589) 

557 

378 

654 

787 

Life 

89 

165 

174 

161 

127 

Discontinued group life health business 

— 

— 

10 

— 

(145) 

Fresh start adjustment 

— 

— 

139 

— 

— 

Cumulative effect of accounting changes 

(325) 

— 

— 

— 

184 

Allstate Insurance Group total 

(825) 

722 

701 

815 

953 

Homart 

(48) 

35 

68 

90 

100 

Restructuring 

(207) 

— 

— 

— 

— 

Cumulative effect ol accounting changes 

(2) 

— 

— 

— 

21 

Homan total 

(257) 

35 

68 

90 

121 

Corporate and intergroup transactions 

(346) 

(327) 

(303) 

(241) 

(186) 

Discontinued operations 

Dean Witter, Discover & Co. 

439 

345 

233 

166 

88 

Coldwell Banker Residential Services businesses 

74 

26 

(42) 

(26) 

(21) 

Coldwell Banker Commercial 

— 

— 

— 

63 

23 

Cumulative effect of accounting changes 

(35) 

— 

— 

— 

(35) 

Intergroup eliminations 

(5) 

(8) 

(12) 

(5) 

(13) 


Discontinued operations total 

473 

363 

179 

198 

42 

Total 

$(3,932) 

$1,279 

$ 902 

$1,509 

$1,454 


Assets 

Sears Merchandise Group 

Merchandising 

Credit 

International 

$10,675 

13,730 

2,564 

$ 9,462 
12,526 
2,841 

$ 8,731 
13,509 
3,299 

$ 8,505 
13,841 
3.171 

$ 8,111 
12,844 
2,752 

Sears Merchandise Group total 

26,969 

24,829 

25,539 

25,517 

23,707 

Allstate Insurance Group 

Property liability 

Life 

26,908 

23,233 

25,415 

20,361 

23,180 

16,770 

21,388 

12,622 

19.458 

10,250 

Allstate Insurance Group total 

50,141 

45,776 

39,950 

34,010 

29,708 

Homart 

2,017 

2,307 

2,163 

1,730 

1,386 

Corporate 

2,910 

3,925 

2,434 

969 

1,335 

Intergroup eliminations and reclassifications 

(1,590) 

(1,301) 

(1,108) 

(546) 

(1,052) 

Net assets of discontinued operations 

Dean Witter, Discover & Co. 

Coldwell Banker Residential Services businesses 

2,659 

427 

2,081 

335 

1,834 

300 

1,694 

272 

1,598 

391 

Nei assets of discontinued operations 

3,086 

2,416 

2,134 

1,966 

1,989 

Total 

$83,533 

$77,952 

$71,112 

$63,646 

$57,073 
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Scars, Roebuck and Co 


Consolidated Statements of Income 


millions, except per common share data 


Year Ended December 31 


1992 

1991 

1990 

Revenues 

$52,344.6 

$50,982.9 

$50,283.0 

Expenses 

Costs and expenses 

Restructuring (note 3) 

Interest 

52,478.3 

3,108.4 

1,510.9 

48,568.2 

1.680.5 

48,069 4 
264.4 
1,746.2 

Total expenses 

57,097.6 

50,248.7 

50,080.0 

Operating income (loss) 

(4,753.0) 

734.2 

203.0 

Other income (loss) 

(27.2) 

129.6 

145.5 

Gain on sales of subsidiaries’ stock 

91.4 

— 

— 

Income (loss) before income taxes, minority interest and equitv 




income 

(4,688.8) 

863 8 

348.5 

Income tax benefit (note 4) 




Current operations 

(2,114.0) 

(38.5) 

(227.6) 

Fresh sum adjustment 

— 

— 

(139.0) 

Minority interest and equity in net income of unconsolidated 




companies 

8.0 

13.3 

(2.4) 

Income (loss) from continuing operations 

(2,566.8) 

915.6 

712.7 

Discontinued operations (note 2) 




Operating income, less income tax expense ol $299.2, 




$231.0 and $143.6 

507.9 

3633 

179.0 

Gain on disposal, less income tax expense of $3 5 

— 

— 

10.5 

Income (loss) before cumulative effect of accounting changes 

(2,058.9) 

1,278.9 

902.2 

Cumulative effect of accounting changes (note 1) 

(1,873.4) 



Net income (loss) 

$(3,932.3) 

$ 1,278.9 

$ 902.2 

Earnings (loss) per common share, after allowing for 




dividends on preferred shares (note 14) 




Income (loss) from continuing operations 

$ (7.02) 

$2.65 

$208 

Discontinued operations 

1.37 

1.06 

.55 

Income (loss) before cumulative effect of accounting 




changes 

(5-65) 

3.71 

2.63 

Cumulative effect of accounting changes 

(5.07) 



Net income (loss) 

$(10.72) 

$3-71 

$2.63 

Average common and common equivalent shares outstanding 

369.6 

343-8 

343.0 


See accompanying notes and the summarized Group financial statements. 


Analysis of Consolidated Operations _ 

The consolidated statements of income present the re 
suits of all the businesses of Sears, Roebuck and Co. The 
relative corn rib uuons to the consolidated results can be 
seen in the summary' of business group data on pages 18 
and 19. Further analysis is enhanced by referring to the con¬ 
tinuing business groups' summarized financial results and 
discussions beginning on page 40. 

The Company announced a major strategic reposition 
ing in late September 1992, which includes: 

• The sale by Dean Witter, Discover & Co. of up to 20% of 
its common stock in a primary initial public offering and 
distribution of the Company's ownership in Dean Witter 
to Sears common shareholders in a tax free spin-off’ 


• The sale by Allstate Insurance Group of up to 20% of its 
common stock in a primary initial public offering. 

• The sale of the Coldwell Banker Residential Services 
businesses, consisting of the residential brokerage and 
relocation businesses, Sears Mongage Corp. and Sears 
Savings Bank. 

.4s a result of these actions, the consolidated financial 
statements present Dean Witter, Discover & Co. and the 
Coldwell Banker Residential Services businesses as discon¬ 
tinued operations. Prior year financial statements have 
been restated on a comparable basis. 
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Analysis of Consolidated Operations continued 

The repositioning decision was followed by a compan 
ion restructunng announcement in January 1993 outlining 
detailed steps to streamline the Merchandise Group by fo 
cusing on profitable core retail operations. The restructur 
ing program includes discontinuing domestic catalog opera 
tions, offering a voluntary early retirement program to cer 
tain salaried associates, closing unprofitable retail depart¬ 
ment and specialty stores, streamlining or discontinuing var¬ 
ious unprofitable merchandise lines and the writedown of 
underutilized assets to market value. This restructuring an 
nouncement resulted in a $1.66 billion after-tax charge or 
$4.50 per common share. The restructuring announcement 
also included a $206.7 million, or $0.36 per common 
share, after-tax writedown at Homart, related to land previ 
ously held for office development and selected office prop 
erties which are now to be sold. In addition, the Company 
recorded a first quarter 1992 after-tax restructuring charge 
of $65.7 million for severance costs related to cost reduc¬ 
tion programs for commission sales and headquarters staff 
at the Merchandise Group. 

Expenses in 1992 were negatively impacted by .Allstate 
losses related to Hurricane Andrew, the most costly natural 
disaster in United States history, resulting in after-tax 
charges of $ 1 65 billion, or $4.46 per common share. Ex 
eluding the impact of Hurricane Andrew, Allstate still expe¬ 
rienced record catastrophe losses due to hailstorms in 
Texas and Florida earlier in the year, coupled with losses 
from severe Northeast storms during the fourth quarter 

In 1992. the Company adopted Statement of Financial 
Accounting Standards (SFAS) No. 106, “Employers’ Ac 
counting for Postretirement Benefits Other Than Pensions” 
and No. 112, “Employers' Accounting for Postemployment 
Benefits," which require the cost of postretirement and post¬ 
employment benefits, consisting primarily of health care 
and life insurance benefits, to be accrued rather than 
expensed as claims are incurred. The Company elected to 
immediately recognize the transition obligations as cumula¬ 
tive effect adjustments retroactive to Jan. 1, 1992. The one¬ 
time transition effect of these accounting changes was to 
decrease earnings by $1.87 billion or $5.07 per common 
share, with the incremental effect of these changes amount¬ 
ing to $90.9 million, or $0.25 per common share. 

During 1992, the Company sold a minority interest in 
Sears Mexico through an initial public offering and recog 
nized an after tax gain of $54.5 million In addition, a $32.1 
million after tax gain on the sale of a minority interest in 
SPS Transaction Services, Inc. is included in income from 
discontinued operations. 

The effect on 1992 results of these unusual items can 
be summarized as follows: 


millions, except per 
common share data 

After tax 

income 

(loss) 

Per 

common 

share 

Restructunng 

1(1.951.2) 

1(5.28) 

Hurricane Andrew 

(1.650.0) 

(4.46) 

Accounting changes 

Incremental 

(90 9) 

(0 25) 

Cumulative 

(1,873.4) 

(5 07) 

Sale ol minority interests 

86.6 

0.23 


The charges relating to the restructuring, Hurricane An 
drew' and accounting changes, partially offset by gains on 
the sale of minority interests, resulted in a net loss of $3 93 
billion, or $10.72 per common share, which compares with 

1991 net income of $1.28 billion, or $3 71 per common 
share, and 1990 net income of $902.2 million, or $2.63 per 
common share. 

Consolidated revenues increased $1.36 billion or 2.7% 
in 1992, compared with an increase of $699.9 million or 
1.4% in 1991. Sears Merchandise Group revenues of $31 96 
billion, 61% of 1992 consolidated revenues, increased 
$527.6 million from 1991 compared with a 1991 decrease 
of $552.8 million from 1990. Merchandising revenues rose 
$660.1 million in 1992 compared to a $335-9 million de 
crease in 1991. while International revenues declined 
$224.4 million in 1992 and $280.8 million in 1991. Higher 
average premiums, along with improved investment in 
come, increased Allstate Insurance Group revenues $877.9 
million, or 4.5%, in 1992 to $20.23 billion In 1991, Allstate 
revenues increased $1.15 billion to $19 35 billion. 

An operating loss of $4.75 billion w-as recorded in 

1992 compared to operating income of $734.2 million in 
1991. The change between years was primarily due to pre 
tax restructuring charges of $311 billion, Hurricane An 
drew losses of $2.5 billion, and incremental charges of 
$136.2 million related to adoption of the new accounting 
standards for postretirement and postemployment benefits. 
Excluding these items, operating income rose $257.4 mil 
lion, or 35.1%. compared to 1991. The Merchandise 
Group's operating income fell $340.7 million from 1991, or 
44.5%, excluding the restructuring and the incremental im 
pact of accounting changes. The decrease reflects low r er mar 
gins at Merchandising, improved operating income at 
Credit and an operating loss at International due to continu 
ing weakness in the Canadian economy. Allstate experi 
enced an operating loss of $1.43 billion as improvements 
in underwriting results and investment income were more 
than offset by record catastrophe losses. Excluding losses 
from Hurricane /Andrew, operating income at Allstate was 
$1.07 billion, or 99-4% above 1991 results. Homan's operat 
ing loss w r as $437.7 million in 1992 after the $326.6 million 
of pretax propeny writedowns, compared with an operat 
ing loss of $106.6 million in 1991 

Operating income in 1991 rose $531.2 million com 
pared with 1990. The Merchandise Group’s operating in 
come increased $367.1 million reflecting low’er selling and 
administrative expenses partially offset by lower revenues 
and gross margins at Merchandising, improved operating 
income at Credit and a $264.4 million restructuring charge 
taken in 1990. .Allstate’s operating income rose $238 I mil 
lion as improvements in underwriting results and invest 
ment income more than offset a decrease in realized capital 
gains. Homart’s operating loss w r as $106.6 million in 1991, 
compared with $88.5 million in 1990. 

Interest expense declined $169.6 million in 1992 pri 
marily due to lower average interest rates. Interest expense 
decreased $65 7 million in 1991 as a result of lower aver 
age interest rates, offset in pan by an increase in average 
borrowings. 
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Sears, Roebuck and Co 


Analysis of Consolidated Operations continued 


As shown in the graph below, the cost of borrowings 
were 8.5%, 8 3% and 9 5% as of year-ends 1992, 1991 and 
1990. The increase in 1992 was due to a change in the mix 
of relatively lower cost variable rate debt and fixed rate 
debt, despite a decline in both short term and long-term 
interest rates. The decline in 1991 from 1990 was attributed 
to a drop in both short term and long term interest rates A 
portion of the variable rate debt in each year was convert 
ed to fixed rate debt through the use of interest rate swaps 
and caps. Swaps accounted for $2.8, 13.1 and $2.0 billion 
and caps accounted for $800 million of fixed rate debt for 
each of the years ending Dec. 31, 1992, 1991 and 1990. 



Other income decreased in 1992 primarily due to 
lower gains from property sales at Homan and an invest 
ment writedown at Corporate, partially offset by lower 
joint venture losses In 1991. other income declined as 
lower gains on property sales at Homan more than offset 
reduced joint venture operating losses and a gain on the 
sale of a Merchandise Group investment. A summary of 
other income by type follows: 


millions 

1992 

1991 

1990 

Sale of properly 

$ 49 4 

$177.2 

$ 249 3 

Salt-Writedown of securities 

(30.0) 

424 

— 

Equity in joint ventures 

(62 1) 

(96.1) 

(117.3) 

Other gains and lasses, net 

155 

6 1 

135 

Total 

1(27.2) 

$129.6 

$ 145 5 


The income tax benefit in 1992 was 45 1% of pretax 
losses. The 1991 and 1990 income tax benefits on opera 
tions were 4.5% and 65.3%, respectively, of pretax earn 
ings. These rates differed from the statutory rate mainly 
due to tax exempt income and corporate dividends eligible 
for partial tax exclusion. The rates vary between years pri 
manly due to the relative proportion of tax-exempt income 
included in pretax income. A fresh stan tax benefit was 
also recognized in 1990 arising from a change in the tax 
treatment of salvage and subrogation reserves. 

Continuing operations suffered a loss of $2.57 billion 
in 1992 compared to income of $915.6 and $“'12.7 million 
in 1991 and 1990, respectively The 1992 decrease resulted 
from restructuring charges, coupled with record catastro 
phe losses at Allstate, including Hurricane Andrew. The 
1991 increase reflected a $228.9 million improvement in 
the Merchandise Group, coupled with improved underwrit 
ing results at Allstate. 

Income from discontinued operations increased 
$144.6 million in 1992, or 39.8%. from 1991 and $173.8 
million in 1991. or 91.7% from 1990 Dean Witter achieved 
record results in all three years due to continued Discover 
Card growth and improved performance in its securities 
business. The Coldwell Banker Residential Services busi 
nesses experienced significant earnings growth over the 
three year period as Residential real estate operations ex 
panded its residential brokerage and relocation businesses, 
and mongage banking results rose sharply in response to 
progressively lower mongage interest rates. 

Reported earnings have been impacted by inflation; 
however, there is no simple way of separating those ef¬ 
fects. Competitive and regulatory conditions permitting, 
the Company modifies the prices charged for its goods and 
services in order to recognize cost changes as incurred or 
as anticipated. By also attempting to control costs and effi 
ciently utilize resources, the Company strives to minimize 
the effects of inflation on its operations 
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Analysis of Consolidated Financial Condition 

The Company’s significant financial capacity and flexi¬ 
bility is exemplified by the quality and liquidity of its as¬ 
sets , its ability to access multiple sources of capital and its 
diversified cash flows from operations. Below and on 
pages 25 and 27 is a discussion of consolidated financial 
condition, liquidity and capital resources. Individual bal¬ 
ance sheets, cash flow statements and supplemental analy¬ 
ses for the continuing business groups can be found begin¬ 
ning on pages 43 and 49. 

Financial Condition 

The Company’s consolidated balance sheet is highly 
liquid, with over 68% of total assets in fixed income securi 
ties, equity' securities, receivables and cash and invested 
cash. At Dec. 31, 1992, Allstate Insurance Group comprised 
60% of total consolidated assets, Sears Merchandise Group 
32% and the remaining businesses (including Corporate 
and Homan) 8%. 


1992 Assets 



Investments 

50 . 5 % 


Receivables 

21 . 9 % 


Over 94% of the $32.1 billion of fixed income securi 
ties are rated investment grade. Aggregate market value of 
fixed income securities exceeded its book value by $2.17 
billion at Dec. 31. 1992. Equity securities are recorded at 
market value of $3.8 billion consisting of a well diversified 
and balanced portfolio, with an unrealized gain of $633-6 
million at Dec. 31, 1992. Mortgage loans of $3 7 billion are 
geographically and economically diversified. 

The retail customer receivables portfolio totaling $13-9 
billion is also geographically diverse. Receivables sold 
through asset backed securities totaled $7.8 billion at Dec. 
31, 1992. 

Invested cash is comprised of high grade short-term 
instruments. Merchandise inventories are primarily valued 
on the LIFO basis. Inventories would be $738.4 million 
higher at Dec. 31, 1992 if valued on a FIFO basis. 


Liquidity and Capital Resources 

The Company’s access to various capital markets ena¬ 
bles it to sustain a diversity of funding sources which pro¬ 
vide cost-effective financing. During 1992, Moody’s Invest¬ 
ors Service (Moody's) and Standard & Poor’s (S&P) low¬ 
ered their ratings on some of the Company's debt and 
Allstate’s claims-paying ability. The following table summa¬ 
rizes the agencies' ratings at the beginning and end of 
1992. 



Moody’s 

S&P 

At January 1, 1992 

Commercial Paper 

P 1 

A1 

Senior Long-Term Debt 

A2 

A 

Securitization 

Aaa 

AAA 

Allstate insurance Co.* 

Aal 

AA + 

Allstate Life* 

Aal 

AAA 

At December 31, 1992 

Commercial Paper 

P-2 

A-2 

Senior Long Term Debt 

Baal 

A 

Securitization 

Aaa 

AAA 

Allstate Insurance Co. * 

Aa3 

AA- 

Allstate Life* 

Aa3 

AA + 


‘Rating based on claims-paying ability only 


Reasons for the downgrades cited by the agencies included 
Allstate’s weakened capital position resulting from losses 
caused by Hurricane Andrew' and continued uncertainty re 
garding the revitalization of the merchandising business. In 
addition, on Dec. 14, 1992, S&P placed the ratings of the 
Company’s long term debt and Allstate's claims-paying abil¬ 
ity on CreditWatch with negative implications. 

Although its debt ratings declined over the past year, 
the Company believes it will continue to have the re¬ 
sources to obtain sufficient funds on a competitive and 
cost-effective basis. The sale of the Cold well Banker Residen 
tial Services businesses and the planned spin-off of Dean 
Witter, Discover & Co. will greatly reduce the Company’s 
future need for capital. The use of the proceeds from the 
strategic repositioning to pay down debt will provide addi 
tional financial flexibility. Deleveraging of the Company is 
an important element in our strategic posiuoning for the 
coming decade. 
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Sears, Roebuck and Co 


Consolidated Statements of Financial Position 


millions 


December 31 


1992 

1991 

Assets 

Investments 



Fixed income securities 



Held to maturity, at amortized cost (market 118,930.5 and $32,126.1) 

$17,731.2 

$29,885.7 

Available for sale, at amortized cost (market $15,379.6) 

14,412.0 



32,143.2 

29,885.7 

Equity securities, at market (cost $3,211.8 and $2,880,6) 

3,845.4 

3,420.2 

Mortgage loans 

3,700.8 

3,862.8 

Real estate 

2,-486.9 

2,654.8 

Total investments 

42,176.3 

39,8235 

Receivables 



Retail customer 

13,877.6 

13.537 4 

Insurance premium installments 

1,867.6 

1,7934 

Other 

2,508.9 

1,482.9 

Total receivables 

18,254.1 

16,8137 

Property and equipment, nei 

5,482.7 

5,841.6 

Merchandise inventories 

4,047.9 

4,459.4 

Cash and invested cash 

2,626.5 

3,942.6 

Deferred income taxes (note 4) 

3,473.8 

614.9 

Other assets 

4,385.9 

4,039.8 

Net assets of discontinued operations (note 2) 

3,086.0 

2,416.2 

Total assets 

$83,533.2 

$77,951.7 

Liabilities 

Insurance reserves 

$34,056.3 

$30,164.7 

Long term debt (note 10) 

13,735.2 

17,585.0 

Short-term borrowings (note 8) 

4,60"'.8 

2,215.0 

Unearned revenues 

6,646.3 

6,246.2 

Postretirement benefits (note 6) 

3,181.4 


Restructuring reserves (note 3) 

2,159.7 

181.1 

Accounts payable and other liabilities 

8,373.3 

7,371.5 

Total liabilities 

72,760.0 

63,763.5 

Commitments and contingent liabilities (notes 6, 9, 11, 13, 14) 
Shareholders’ equity (note 14) 



Preferred shares ($1 par value. 50 shares authorized) 



8.88% Preferred Shares. First Series (3 25 shares issued and outstanding) 

Series A Mandatorilv Exchangeable Preferred Shares (7.1875 shares issued 

325.0 

3250 

and outstanding) 

1,236.3 


Common shares ($ 75 par value. 1,000 shares authorized. 345 8 



and 344.1 shares outstanding) 

290.6 

2895 

Capital in excess of par value 

2,194.6 

2,153.4 

Retained income 

8,^2.2 

13.5143 

Treasury stock (at cost) 

(1,734.3) 

(1,746.4) 

Deferred ESOP expense (note 6 ) 

(699.8) 

(7394) 

Unrealized net capital gains on marketable equitv securities 

428.0 

365.5 

Cumulative translation adjustments 

(39.4) 

26.3 

Total shareholders’ equity 

10,773.2 

14,188.2 

Total liabilities and shareholders’ equity 

$83,533.2 

$77,951.7 


See accompanying notes and the summarized Group financial statements 
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Analysis of Consolidated Financial Condition continued ___ 

The Company has further enhanced its financial flexi 
bility through the continued securitization of SearsCharge 
receivables. In 1992, $1.0 billion of asset-backed securities 
were issued. As of Dec. 31, 1992, there were $7.8 billion of 
asset-backed securities outstanding compared to $8.3 and 
$6.0 billion at Dec. 31, 1991 and 1990. 

Interest rate swaps and caps have been used to man 
age floating interest rate exposure for the Company. The 
fixed rate to total debt ratio, including the effect of swaps 
and caps but excluding the effect of off book asset 
securitization, was 85%, 70% and 53% at year ends 1992, 
1991 and 1990. A summary of fixed and variable debt is 
provided on page 22. 

Financing of discontinued operations 

At Dec. 31. 1992, the Company had $6.7 billion in 
short-term debt which was used by the Dean Witter and 
the Coldwell Banker Residential Services businesses. It is 
expected that this amount will be repaid prior to or concur 
rent with the disposal of these operations, sometime dur 
ing 1993. Some of the commercial paper financing Dean 
Witter is issued through Discover Credit Corporation 
(DCC). The Company expects to discontinue issuing com¬ 
mercial paper through DCC prior to the Dean Witter spin 
off. DCC had $1.8, $2.1 and $3 4 billion in outstanding com 
mercial paper at Dec. 31, 1992, 1991 and 1990, with $250.0 
million classified as long-term debt as of Dec. 31, 1990. 
DCC will remain a subsidiary of the Company after the stra 
tegic repositioning is completed. 

Allstate financing plan 

After Allstate incurred record catastrophe losses from 
Hurricane Andrew, it adopted a financing plan which in¬ 
cludes the planned public stock offering, a long-term debt 
issue of up to $600 million and drawings under a contem¬ 
plated short term bank credit line. The goal is to increase 
Allstate's statutory capital by approximately $ 1 billion and 
to repay substantially all of the $1.8 billion in Company 
debt which was assumed by The Allstate Corporation 
(formed to be the publicly-traded holding company for 
Allstate Insurance Company) in connection with its March 
1993 capitalization. It is expected that by year-end 1993, 
after implementation of this plan, The Allstate Corporation 
will have approximately $600 million in debt outstanding 
compared with none at year end 1992. 


Dec 31, 1991 and 1990 


Liquidity and Capital Resources continued 


Major Funding Sources 

(b<fl*om| 


Securitization 


Long-Term 

Borrowings 


Bank Borrowings 
Commercial Paper 

1990 1991 1992 


Short-term funding 

The Company issues commercial paper through Sears 
Roebuck Acceptance Corp. (SRAC). SRAC’s commercial pa 
per funding is used to satisfy a portion of the Company’s 
short-term variable rate debt needs and to cover working cap 
ital requirements. SRAC’s total commercial paper 
outstandings were $8.5 billion at Dec. 31, 1992, compared 
with $10.2 and $10.3 billion in 1991 and 1990. At Dec. 31, 
1992, 1991 and 1990, $3.6, $7.2 and $9.3 billion of SRAC 
commercial paper was utilized by continuing operations 
while $4.9, $3 0 and $1.0 billion was utilized by discontinued 
operations The commercial paper utilized by discontinued 
operations is expected to be repaid prior to or concurrent 
with the spin-off of Dean Witter and the sale of the Coldwell 
Banker Residential Services businesses. 

Facilities providing support to the commercial paper pro¬ 
gram totaled $10.5 billion and consisted of $5.7 billion in 
syndicated credit agreements and $4.8 billion of uniform 
credit agreements entered into with individual banks. .An ad 
ditional $362.4 million of bank credit lines were also avail 
able. It is expected that the amount of credit facilities main 
tained in the future will be consistent with the lower short 
term funding needs anticipated after the strategic reposition 
ing is completed. 

In February 1993, the Company augmented its short 
term funding sources by issuing $175 billion in commer¬ 
cial paper collateralized by SearsCharge receivables. Sup¬ 
ported by liquidity facilities totaling $3.0 billion, it is antici 
pated that this program will be further utilized in the future 
since it broadens the investor base for Sears asset-backed 
securities and permits the Company continued access to 
the low-cost top tier commercial paper market. 

Long-term funding 

Long term debt totaled $137, $17.6 and $11.8 billion 
at Dec. 31, 1992, 1991 and 1990. including $6.1 and $3-5 
billion of commercial paper classified as long term debt at 
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Sears, Roebuck and Co 


Consolidated Statements of Cash Flows 


millions 


Year Ended December 31 


1992 

1991 

1990 

Cash flows from operating activities 

Net income (loss) 

$ (3,932.3) 

$ 1,278,9 

$ 902.2 

Adjustments to reconcile net income (loss) to net cash provided by- 
operating activities 

Depreciation, amortization and other noncash items 

934.9 

892,1 

786.8 

Cumulative effect of accounting changes 

2,936.6 

— 

_ 

Restructuring charges 

3,108.4 

— 

264.4 

Provisions for uncollectible accounts 

912.6 

850.5 

6237 

Gains on sales of property and investments 

(248.8) 

(218.6) 

(393-3) 

Increase in insurance reserves 

3,891.6 

4,414.5 

4,903-0 

Change in deferred taxes 

(2,889.8) 

(424.4) 

(783-6) 

Decrease (increase) in retail customer receivables 

(1,325.4) 

8468 

(284.7) 

Decrease (increase) in merchandise inventories 

357.4 

(386.4) 

278.1 

Increase in other operating assets 

(928.4) 

(2311) 

(323.7) 

Increase in other operating liabilities 

808.6 

742.8 

221.6 

Net cash provided by operating activities 

3,625.4 

7,765.1 

6,194.5 

Cash flows from investing activities 

Proceeds from sales of investments 

6,965.9 

4,129.9 

2,439.0 

Investment collections 

3,086.7 

2,068.0 

982.1 

Investment purchases 

(12,369.9) 

(11,474.2) 

(8,366.9) 

Proceeds from sales of property and equipment 

27.8 

78.2 

515 

Purchases of property and equipment 

(966.9) 

(1,140.8) 

(1,157.9) 

Discontinued operations—net 

(669.8) 

(282.1) 

(168.3) 

Net cash used in investing activities 

(3,926.2) 

(6,621.0) 

(6.220,5) 

Cash flows from financing activities 

Proceeds from long term debt 

1,617.8 

3,840.0 

3,018.3 

Repayments of long term debt 

(1,901.7) 

(956.0) 

(620.0) 

Net change in short-term borrowings, primarily 90 days or less 

(1,246.3) 

(2,989.7) 

680.6 

Repayments from (advances to) ESOP 

10.4 

6.5 

(791.0) 

Preferred shares issued 

_ 

3151 

_ 

Mandatorily exchangeable preferred shares issued 

1,204.6 

— 

_ 

Common shares issued for employee stock plans 

81.4 

45.2 

10.4 

Idividends paid to shareholders, net of reinvested amounts 

(778.8) 

(687.3) 

(680.5) 

Net cash provided (used) by financing activities 

(1,012.6) 

(426.2) 

1,617.8 

Effect of exchange rate changes on cash 

(2.7) 

0.6 

(2.6) 

Net increase (decrease) in cash and invested cash 

$ (1,316.1) 

$ 718.5 

t 1,589.2 

Cash and invested cash at beginning of year 

$ 3,942.6 

$ 3,224.1 

$ 1,634.9 

Cash and invested cash at end of year 

$ 2,626.5 

$ 3,942.6 

* 3,224.1 


Sec accompanying notes and the summarized Group financial statements 
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Analysis of Consolidated Financial Condition continued 


Operating, Investing and Financing Activities 

Cash flows from operating activities consist primarily 
of net income adjusted for certain noncash expense items, 
including depreciation and the provision for uncollectible 
accounts, increases in insurance reserves and changes in 
receivables, inventories and deferred taxes. 

Cash provided by operations declined $4.14 billion in 
1992 compared to 1991. The decline was due to the net 
loss adjusted for noncash items, increases in deferred tax 
assets and retail customer receivables, and slower growth 
in Allstate insurance reserves, partially offset by a decrease 
in merchandise inventories. Noncash adjustments in 1992 
included the cumulative effect of accounting changes for 
postretirement and postemployment benefits ($2.94 billion 
pretax) and restructuring charges ($311 billion pretax). 
The significant increase in deferred tax assets is due to the 
recognition of tax benefits on the cumulative effect of ac 
counting changes and restructuring reserves. The deferred 
tax assets are expected to be realized through future opera 
tioas. Retail customer receivables increased as the liquida 
tion of securitized balances was only partially offset by 
new securitization transactions. The slower growth in 
Allstate insurance reserves was due to reductions in the 
sale of investment-oriented products. Merchandise inventor 
ies declined reflecting increased inventor}' liquidations on 
strong fourth quarter sales. 

Cash provided by operations rose in 1991 due to a 
decrease in owned retail customer receivables, changes in 
deferred taxes and increases in net income adjusted by 
noncash items, partially offset by an increase in merchan¬ 
dise inventories and slower growth in Allstate insurance re 
serves. The decrease in retail customer receivables was at¬ 
tributable to an increase in securitized balances. The re 
duced growth in deferred tax assets resulted from the final 
payment in 1990 of the change in tax accounting for retail 
charge card receivables under the Tax Reform Act of 1986. 
The increase in inventor}- was influenced by the relatively 


low inventory position in 1990 and suppressed retail de 
mand at year-end 1991- The slower growth in Allstate 
insurance reserves was due to reductions in the sale of 
investment-oriented products. 

The Company's most significant investing activities 
were the grow-th of Allstate’s investment portfolio and pur 
chases of property and equipment. Increases in Allstate's 
investments and mongage loans were funded by insurance 
premium receipts and the sale of investment-oriented prod 
ucts. Net cash used in investing activities declined in 1992 
primarily due to decreases in Allstate net investment activ¬ 
ity resulting from claim payments related to Hurricane 
Andrew and a decline in the sale of investment-oriented 
products. 

Cash used by financing activities increased in 1992 com 
pared to 1991 primarily due to net reductions in both 
short-term and long-term debt with the use of invested 
cash. Additionally, debt was reduced with the proceeds 
from the issuance of Series A Mandatorily Exchangeable Pre 
ferred Shares in the first quarter of 1992. The change in 
cash flow from financing activities in 1991 compared to 
1990 was due to the increase in cash provided by opera¬ 
tions and the lower growth in invested cash. Invested cash 
provides liability management flexibility for the Company's 
commercial paper programs and augments back-up credit 
facilities. 

The Company paid common dividends of $2.00 per 
common share in 1992, the 57th consecutive year of pay¬ 
out. The payment of common dividends is dependent 
upon the Company's earnings and internal investment op 
portunities. In February 1993, the Company declared a quar 
terly dividend of $.40 per common share, which incorpo 
rates the anticipated excess cash flow from its core continu 
ing businesses, given its desired capital structure. In addi 
tion, it is anticipated that shareholders will receive the equiv¬ 
alent of a $.04 quarterly dividend to be paid by Dean 
Witter, Discover & Co. following the spin-off later this year. 
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Sears, Roebuck and Co. 


Consolidated Statements of Shareholders' Equity 


Year Ended December 31 



1992 

1991 

1990 

1992 

1991 

1990 

8.88% Preferred Shares, First Series 

Balance, beginning of year 

Issued during year (note 14) 

> millions 

$ 325.0 

$ - 

325.0 

$ 

shares in thousands 

3,250.0 

3,250.0 

— 

Balance, end of year 

$ 325.0 

$ 325.0 

$ 

3,250.0 

3,250.0 


Series A Mandatorily Exchangeable 
Preferred Shares 

Issued during year (note 14) 

$ 1,236.3 

$ 

$ 

7,187.5 



Balance, end of year 

$ 1,236.3 

$ 

$ 

7,187.5 



Common shares 

Balance, beginning of year 

Stock options exercised and other 
changes 

$ 289.5 

1.1 

$ 289.1 

.4 

$ 288.8 

.3 

386,056.9 

1,457.4 

385,512.0 

544.9 

385,075.8 

436.2 

Balance, end of year 

290.6 

289.5 

289.1 

387,514.3 

386,056.9 

385,512.0 

Capital in excess of par value 

Balance, beginning of year 

Stock options exercised and other 
changes 

2,153.4 

41.2 

2,137.9 

15.5 

2.128.2 

9.7 




Balance, end of year 

2,194.6 

2,153.4 

2,137.9 




Retained income 

Balance, beginning of year 

Net income (loss) 

Preferred share dividends (note 14) 
Common share dividends ( $2.00 per share: 

13,514.3 

(3,932.3) 

(119.9) 

(689.9) 

12.927.1 

1,278.9 

(3.9) 

(687.8) 

12,711.2 

902.2 

(686-3) 




Balance, end of year 

8,772.2 

13,514.3 

12,927.1 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under compensation plans 
Reissued under dividend reinvestment 
plan 

(1,746.4) 

12.1 

(1,765.8) 

19.4 

(1,771.8) 

6.0 

(41,961.4) 

291.4 

(42,427.3) 

465.9 

(42,573.2) 

145.9 

Balance, end of vear 

(1,734.3) 

(1,746.4) 

(1.765.8) 

(41,670.0) 

(41,961.4) 

(42,427.3) 

Deferred ESOP expense (note 6) 
Balance, beginning of year 

Advances 

Reductions 

(739.4) 

39.6 

(777.7) 

38.3 

(9.0) 

(791.0) 

22.3 




Balance, end of year 

(699.8) 

(739.4) 

(777.7) 




Unrealized net capital gains (losses) 
on marketable equity securities 

Balance, beginning of year 

Net increase (decrease.) 

365.5 

62.5 

(12.9) 

378.4 

255.0 

(267.9) 




Balance, end of year 

428.0 

365-5 

(12.9) 




Cumulative translation adjustments 

Balance, beginning of year 

Net unrealized gain (loss) during vear 

26.3 

(65.7) 

26.1 

.2 

19.7 

6.4 




Balance, end of year 

(39.4) 

26.3 

26.1 




Total common shareholders’ equity 
and shares outstanding 

$ 9,211.9 

$13,863.2 

$12,823.8 

345,844.3 

344,095.5 

343,084.7 

Total shareholders’ equity 

$10,773.2 

$14,188.2 

$12,823-8 





See accompanying notes and the summarized Group hnancial statements. 
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Notes to Consolidated Financial Statements _ 

Summary of significant accounting policies 
Basis of presentation 

The consolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all significant domes 
tic and international companies in which the Company has 
more than a 50% equity ownership. 

Included as an integral pan of the consolidated finan¬ 
cial statements on pages 18 and 19 are the summary of 
business group data and, beginning on page 40, separate 
summarized financial statements and notes for each of the 
Company’s continuing business groups as w'ell as the signif¬ 
icant accounting policies unique to each group. Dean Wit¬ 
ter, Discover & Co. and the Coldwell Banker Residential 
Services businesses are presented as discontinued opera¬ 
tions. Although not a pan of the financial statements, also 
included with the consolidated statements and the summa 
rized group statements are unaudited analyses of opera¬ 
tions and financial condition and a ten-year summary of 
consolidated financial data. 

Certain reclassifications have been made in the 1991 
and 1990 financial statements to conform to current account 
ing classifications. 

Basis for assignment of debt 

Debt and related interest expense have been assigned 
to the continuing business groups and discontinued opera 
tions as incurred by those businesses. Corporate debt is 
legally the responsibility of Sears, Roebuck and Co., Sears 
Roebuck Acceptance Corp. (SMC), Discover Credit Corp. 
(DCC) or Sears Overseas Finance N.V. (SOFNV). A portion 
of the pooled Corporate debt is loaned or allocated to 
Sears Merchandise Group, principally to finance domestic 
customer receivables, to Dean Witter, Discover & Co., to 
finance a portion of Discover Card receivables and to the 
Coldwell Banker Residential Services businesses, primarily 
to finance its mortgage banking operation. The remaining 
portion of Corporate debt has generally not been loaned 
or allocated to the Company’s businesses but has been com¬ 
bined with internally generated funds for Corporate opera¬ 
tions and investments. The Company’s continuing opera 
tions paid interest of $1.5, $1.6 and $1.7 billion in 1992, 
1991 and 1990, respectively. 

Income taxes 

The consolidated federal income tax return of Sears, 
Roebuck and Co. includes results of the domestic opera¬ 
tions of both the continuing business groups and discontin¬ 
ued operations. Tax liabilities and benefits are allocated as 
generated by the respective businesses, whether or not 


such benefits would be currently available on a separate 
return basis. U.S. income and foreign withholding taxes are 
not provided on unremitted earnings of international affili 
ates which the Company considers to be permanent invest 
ments. The cumulative amount of unremitted income and 
the taxes which would be paid upon remittance of those 
earnings totaled $455 5 and $207.7 million, respectively, at 
Dec. 31, 1992. 

Cash and invested cash 

Cash and invested cash is defined to include all highly 
liquid investments with maturities of three months or less. 

Property and equipment 

Property' and equipment is stated at cost less accumu 
lated depreciation. Depreciation is provided principally by 
the straight-line method over the estimated useful lives of 
the related assets. 

Joint ventures 

The Company has various investments in joint ven 
tures which engage in technology and information services 
and real estate development. These investments are ac¬ 
counted for under the equity method of accounting. 

Goodwill 

Other assets include goodwill of $224.3 and $252.4 
million at Dec. 31, 1992 and 1991, respectively. Goodwill 
represents the excess of purchase price over fair value of 
the net assets of businesses acquired and is amortized on a 
straight line basis over a period not exceeding 40 years 

Sale of subsidiary’s stock 

Gains or losses are recognized on the sale of a subsid 
iary’s stock based on the difference between the offering 
price and the Company’s carrying amount of such stock, 
unless the sale is part of a broader corporate reorganiza 
tion. 

Earnings (loss) per common share 

Earnings (loss) per common share is computed based 
on the weighted average number of common and common 
equivalent shares (dilutive stock options ) outstanding and 
after adjustment for dividends of $28.9 and $3 9 million in 
1992 and 1991, respectively, on the 8.8896 Preferred Shares. 
The Series A Mandatorily Exchangeable Preferred Shares 
are considered common stock due to their mandatory' con 
version into common stock and the dividends thereon are 
not deducted from net income for purposes of calculating 
earnings (loss) per common share. 
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Sears, Roebuck and Co 


Notes to Consolidated Financial Statements continued 


1. Accounting changes 

Effective Jan. 1, 1992, the Company adopted SFAS No. 
106, “Employers’ Accounting for Postretirement Benefits 
Other than Pensions” and SFAS No. 112, "Employers’ Ac¬ 
counting for Postemployment Benefits,” for all domestic 
and foreign postretirement and postemployment benefit 
plans by immediately recognizing the transition amounts. 
The Company previously expensed the cost of these bene¬ 
fits, which consist of health care and life insurance, as 
claims were incurred. 

The cumulative effect as of Jan. 1, 1992, of adopting 
these statements was $2.99 billion This was partially offset 
by income tax benefits of $1.12 billion resulting in a one 
time charge against 1992 earnings of $1.87 billion Applica¬ 
tion of these statements during 1992 increased the loss be 
fore cumulative effect of accounting changes by $90.9 mil¬ 
lion excluding the postretirement termination costs and cur 
tailment losses included in the 1992 restructuring charges. 

Effective Jan. 1, 1991, the Company adopted SFAS No. 
109, "Accounting for Income Taxes.” No cumulative effect 
adjustment was required for the adoption of SFAS No. 109 
due to the Company’s previous use of the liability method. 

2. Discontinued operations 

On Jan. 23, 1993. the Company’s Board of Directors 
approved plans including the sale by Dean Witter. Dis¬ 
cover & Co. of up to 20% of its common stock in a primary 
initial public offering and distribution of the Company’s 
ownership in Dean Witter to Sears common shareholders 
in a tax free spin-off; and the sale of the Coldwell Banker 
Residential Services businesses, consisting of the residential 
brokerage and relocation businesses. Sears Mortgage Corp 
and Sears Savings Bank. The Company anticipates that 
these transactioas will be completed by Dec. 31, 1993. No 
loss is expected to be recorded as a result of these transac¬ 
tions. 

The results of the discontinued operations are summa 
rized below: 


Dean Witter, Discover & Co. 

millions 

Year ended December 31 


1992 

1991 

1990 

Revenues 

15,233 1 

54,942.0 

14.606.8 

Costs and expenses 

4.562.3 

4,386.4 

4,203.1 

Operating income 

Gain on sale of SPS Transaction Services, 

670.8 

555.6 

4037 

Inc stock 

32.1 



Income before income taxes 

702.9 

555.6 

403 7 

Income taxes 

263.8 

211.0 

170.8 

Income before cumulauve effect of 




accounting changes 

439.1 

344.6 

232.9 

Cumulative effect of accounting changes 

(28.6) 

— 

— 

Income 

$ 410.5 

$ 344.6 

$ 232.9 


Coldwell Banker Residential Services businesses 

millions 

Year ended December 31 


1992 

1991 

1990 

Revenues $1,523 4 

Costs and expenses 1,411 4 

$1,392.2 

1,340.9 

$1,1739 

1,232.7 

Income (loss) before income taxes 

Income taxes (benefit) 

112.0 
.38 4 

513 

24.9 

(588) 

(17.2) 

Income (loss) before cumulative effect of 
accounting changes 

Cumulauve effect of accounting changes 

736 

(6.4) 

26.4 

(416) 

Income (loss) $ 

67.2 

$ 26.4 

$ (416) 

The assets and liabilities of the discontinued opera 
tions. which have been reclassified on the statement of 
financial position as net assets of discontinued operations, 
are summarized as follows: 

Dean Witter, Discover & Co. 

millions 


December 31 



1992 

1991 

Assets 

Cash and segregated cash 

Discover Card receivables 

Receivables from clients and others 

Securities purchased under agreements to resell 
Securiues at market value 

Other assets 

$ 

2,447.5 
8,861 1 
7,2998 
2,6660 
1.875.8 
1,274.2 

$ 1,892 1 

8, '24 2 
6,547 9 
2,6818 
2,3779 
1,155.5 

Total assets 

$24,424.4 

$23,379.4 

liabilities 

Borrowings 

Deposits 

Securiues sold under agreements to repurchase 
Other liabiliues 

$ 

6,3697 
4,857 1 
3.062.6 
7,476.2 

$ 6,388.1 
5,074.8 
3,791.6 
6,043-6 

Total liabiliries 

21,765.6 

21.298.1 

Capita] 

$ 

2,658.8 

$ 2,081.3 


Coldwell Banker Residential Services businesses 

milhoas 


December 31 



1992 

1991 

Assets 

Mongage loans and mongage backed securiues 
Other assets 


$T429 9 
1,763 4 

$6,483.6 

1,132.0 

Total assets 


$9.1933 

$7,615.6 

Liabilities 

Deposits and advances 

Borrowings 

Other liabiliUes 


$4,704.8 

2.832.6 

1.228.7 

$4,342.6 

2,498.5 

439.6 

Total liabiliries 


8,766.1 

7,280,7 

Capital 


$ 427.2 

$ 334 9 
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Notes to Consolidated Financial Statements continued 


3. Restructuring 

The Merchandise Group recorded a pretax charge in 
the fourth quarter of 1992 of $2.65 billion related to discon¬ 
tinuing its domestic catalog operations, offering a voluntary 
early retirement program to certain salaried associates, clos¬ 
ing unprofitable retail department and specialty stores, 
streamlining or discontinuing various unprofitable merchan¬ 
dise lines and the writedown of underutilized assets to mar¬ 
ket value. Corporate also recorded a $23.8 million pretax 
charge related to offering termination and early retirement 
programs to certain associates. Additionally, Homart re¬ 
corded a $326.6 million pretax writedown of land previ¬ 
ously held for office development and selected office prop¬ 
erties which are now to be sold. 

During the first quarter of 1992, the Merchandise 
Group recorded a $106.0 million pretax charge for sever¬ 
ance costs related to cost reduction programs for commis¬ 
sion sales and headquarters staff in domestic merchandis 
ing. 

During the fourth quarter of 1990, the Merchandise 
Group recorded a pretax charge of $264.4 million, net of 
profit sharing benefit, related primarily to severance pro¬ 
grams in the Merchandising and Sears Canada 
operations. 

4. Income taxes 


Income (loss) before income taxes, minority' interest 
and equity income follows: 


millions 

Year Ended December 31 


1992 

1991 

1990 

Domestic 

$ (4,626.2) 

$ 788.6 

$ 255.7 

Foreign 

(62.6) 

75.2 

92.8 

Total 

1 (4,688.8) 

1 863.8 

$ 348.5 

Federal, state and foreign taxes follows: 

millions 

Year Ended December 31 


1992 

1991 

1990 

Federal income tax 




Current 

$ (454.4) 

1 307.1 

$ 332.6 

Deferred 

(1,458.5) 

(388.0) 

(591.6) 

State income tax 




Current 

(155) 

32.3 

56.4 

Deferred 

(167.3) 

(17.4) 

(62.3) 

Foreign income tax 




Current 

(.3.8) 

(4.8) 

29.0 

Deferred 

(14.5) 

32.3 

8.3 

Financial statement income tax 




benefit-current operations 

(2,114.0) 

(38.5) 

(227.6) 

Fresh start 

— 

— 

(139.0) 

Financial statement income tax 




benefit 

$(2,114.0) 

$ (38.5) 

$(366.6) 


A reconciliation of the statutory- federal income tax 
rate to the effective rate is as follows:_ 

Year Ended December 31 



1992 

1991 

1990 

Statutory federal income tax rate (benefit) 

State income taxes, net of federal income 

(34.0)% 

34.0 % 

34.0 % 

taxes 

(2.6) 

1.1 

(1.1) 

Tax-exempt income 

(8.3) 

(43.9) 

(102.7) 

Dividends received exclusion 

(0.5) 

(2.5) 

(5.9) 

Other 

0.3 

6.8 

10.4 

Effective income tax rate-current operations 

(451) 

(4.5) 

(653) 

Fresh start benefit 

— 

— 

(39 9) 

Effective income tax rate (benefit) 

(451)% 

(4.5)% 

(105 2)% 


Deferred taxes are recorded based upon differences be¬ 
tween the financial statement and tax bases of assets and 
liabilities and available tax carryforwards. The following de 
ferred taxes are recorded: 


Assets/(Liabilities) in millions 

December 31 


1992 

1991 

Insurance loss reserves 

$ 913-8 

$ 765 0 

Unearned maintenance income 

322.5 

321.8 

Loan loss reserves 

318 6 

2853 

Unearned insurance premiums 

3937 

337.3 

Alternative minimum tax credit 

4195 

157.4 

Postretirement benefit liability 

1,267.2 

— 

Restructuring reserves 

8392 

730 

Other deferred tax assets 

778.4 

781 7 

Fixed assets 

(346 1) 

(689 5) 

Policy acquisition costs 

(466.3) 

(450 1) 

Prepaid pension 

(156.5) 

(197 8) 

Unrealized securities gains 

(215.6) 

(183 6) 

Other deferred tax liabilities 

(594.6) 

(585 6) 

Total 

$3,473.8 

$ 6149 


Income taxes of $248.2. $342.2 and $597.6 million 
were paid in 1992, 1991 and 1990, respectively. Payments 
for 1992, 1991 and 1990 include $262.1, $77.0 and'$80.4 
million, respectively, attributable to the alternative mini 
mum tax. These payments generate tax credits -which can 
be carried forward indefinitely. An $83 3 million net operat 
ing loss carryforward from Canadian operations will expire 
in 2007. 

5. Supplementary income statement information 


millions Year Ended December 31 



1992 

1991 

1990 

Advertising costs (excluding catalog) 

$1,060.7 

$1,047.8 

$1,119.4 

Maintenance and repairs 

401.5 

337.5 

320 5 

Taxes, other than payroll and income 

Property 

2957 

2858 

254.8 

Premium 

375.6 

348.0 

3118 

Other 

343 1 

2197 

190 7 

Provisions for uncollectible accounts 

912.6 

850.5 

623 7 

Realized foreign currency- exchange gains 
(losses), net of profit sharing and 

income taxes 

(19) 

1 1 

(33) 

Interest capitalized 

48.5 

432 

47.6 
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Sears , Roebuck and Co, 


Notes to Consolidated Financial Statements continued 


6. Benefit plans 


Expenses for retirement and savings related benefit 
plans were as follows: 


millions 

Year Ended December 31 


1992 

1991 

1990 

Savings and Profit Sharing Fund of Sears 




Employees 




Defined Contnbution 

$ 0.6 

i 58.6 

$ 27.5 

Additional ESOP 

68.2 

29.6 

29.3 

Pension plans 

94.6 

43.2 

82 1 

Retiree insurance benefits 

300.9 

154.7 

164.1 

Other plaas 

18.2 

15.5 

14.4 

Total 

$482.5 

$301.6 

$3F.4 


Profit Sharing Fund 

Most domestic employees, excluding primarily those 
of the Western Auto Supply Company, are eligible to be¬ 
come members of The Savings and Profit Sharing Fund of 
Sears Employees (the Fund). Beginning in 1991. the Com 
pany contributes up to 35% of eligible deposits by Fund 
participants, and at the Company's discretion an additional 
contribution of up to 35% of eligible deposits. Total Com 
pany contributions cannot exceed 6% of consolidated in¬ 
come, as defined, before federal income taxes and profit 
sharing contributions. Contributions are allocated to partici 
pating companies based on eligible deposits made by their 
employees. Prior to 1991, the Company contributed 6% of 
consolidated income, as defined, before federal income 
taxes and profit sharing contributions Contributions were 
allocated based on 6% of the participating company's re 
spective operating results. 

The Fund includes an Employee Stock Ownership 
Plan (the ESOP) to prefund a portion of the Company's 
anticipated contribution through 2004. The Company 
loaned the ESOP $800 million which it used to purchase 
21.9 million Sears common shares in the open market. The 
loan will be repaid with dividends on ESOP shares and 
Company contributions. The additional ESOP expense in¬ 
cluded in the benefit plan expense table above is com 
puted as follows: 


millions 

Year Ended December 31, 


1992 

1991 

1990 

Interest expense recognized by ESOP 

f 72.0 

f 73.0 

$ 50.5 

Less dividends accrued on ESOP shares 

Cost of shares allocated to employees and 

(46 2) 

(46.9) 

(31 1) 

plan expenses 

42.4 

42.4 

291 

ESOP expense 

Reduction of Defined Contribution due to 

68.2 

68.5 

48.5 

ESOP 

— 

(38.9) 

(19.2) 

Additional ESOP expense 

$ 68.2 

$ 29.6 

J 29.3 


The Company contributed $36.3. $32.6 and $12.8 million 
to the ESOP in 1992, 1991 and 1990, respectively 

Pension plans 

Substantially all domestic full time and certain pan 
time employees are eligible to participate in noncontribu 
tory defined benefit plans after meeting age and service 
requirements. Substantially all Canadian employees are eli 


gible to participate in contributory defined benefit plans 
Pension benefits are based on length of service, either 
average annual compensation or final average annual com 
pensation and. in certain plans, Social Security or other 
benefits. Funding for the various plans of the Company is 
determined using various actuarial cost methods, and 
amounted to $127.4, $92.1 and $119.2 million for 1992, 
1991 and 1990, respectively 


Pension expense was comprised of the following: 


millions 

1992 

1991 

1990 

Benefits earned dunng the penod 

$ 192.5 $ 

205-2 

$ 237 7 

Interest on projected benefit obligauon 

394.7 

3957 

391 5 

Actual return on plan assets 

(330.6) 

(1,070.1) 

111 4 

Net amortization and deferral 

(162.0) 

512.4 

(658 5) 

Pension expease 

$ 94.6 $ 

432 

$ 82 1 


The weighted average discount rate and rate of in 
crease in compensation levels used in determining the actu 
anal present value of the projected benefit obligations were 
8 Vi% and 5'/ 2 % in 1992, 8 3 4% and 5^% in 1991 and 10% 
and 5 3 A% in 1990. The expected long-term rate of return 
on plan assets used in determining net periodic pension 
cost was 9V2% in 1992, 1991 and 1990. 


The plans' funded status was as follows: 



1992 

1991 

millioas 

Assets 

exceed 

accumu 

lated 

benefits 

Accumu 

lated 

benefits 

exceed 

assets 

Assets 

exceed 

accumu 

lated 

benefits 

Accumu 

lated 

benefits 

exceed 

assets 

Actuarial present value of bene 
fit obligations 

Vested benefit obligation 

$3,83? 

$ 112 

$2,745 

$ 718 

Accumulated benefit 

obligauon 

$4,221 

t 124 

$2,971 

t 915 

Projected benefit obligation 

(PBO) 

$4,991 

$ 214 

$3,705 

$1,084 

Plan assets at fair value, pnmar 
ily publicly traded stocks 
and bonds 

5.239 

6 

4,542 

841 

PBO less than (in excess of) 

plan assets 

248 

(208) 

837 

(243) 

Unrecognized net (gain ) loss 

482 

19 

(55) 

187 

Unrecognized prior service cost 

45 

4 

95 

(36) 

Unrecognized transitional 
(asset) obligation 

(282) 

1 

(293) 

(77) 

Adjustment required to recug 
nize minimum liability 

_ 

( 16 ) 


(18) 

Prepaid (accrued) pension 
cost in the Statement of 
Financial Posiuon at Dec 31 

$ 493 

$( 200) 

f 584 

f (187) 


Included in the Company's 1992 restructuring charges 
were pension termination costs of $232.9 million partially 
offset by curtailment gains of $75.3 million In 1991, the 
Company recognized a pension curtailment gain of $16.1 
million arising from the 1990 Merchandise Group restnictur 
ing. 
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Notes to Consolidated Financial Statements continued 


Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide cer¬ 
tain health care and life insurance benefits for retired em 
ployees. Generally, qualified employees may become eligi 
ble for these benefits if they retire in accordance with the 
Company's established retirement policy and are continu 
ously insured under the Company’s group plans or other 
approved plans for 10 or more years immediately prior to 
retirement. The Company shares the cost of the retiree med¬ 
ical benefits with retirees based on years of service with the 
Company’s share being subject to a 5% limit on annual med 
ical inflation after retirement. The Company's postretire¬ 
ment benefit plans are not funded. The Company has the 
right to modify or terminate these plans. 

Effective Jan. 1, 1992, the Company adopted SFAS No. 
106, “Employers’ Accounting for Postretirement Benefits 
Other Than Pensions.’’ SFAS No. 106 requires the Com 
pany to accrue the cost of retiree health and life insurance 
benefits over the period employees provide services to the 
date of their full eligibility' for such benefits. Prior to 1992, 
the Company expensed the cost of these retiree benefits as 
claims were incurred. 


Postretirement benefit expense for 1992 was com 
prised of the following: 


millions 

Benefits earned during the period 

Interest on accumulated postretiremen! benefit obligation 

$ 52.1 
248.8 

Postretirement benefit expense 

$300.9 


Included in the Company's 1992 restructuring charges 
were postretirement termination costs of $75.6 million and 
postretirement curtailment losses of $61.3 million. 

The plans' funded status at Dec. 31, 1992 was as fol¬ 
lows: 


millioas 

Accumulated postretirement benefit obligauon (APBO) 

Retirees 

Fully eligible active plan participants 

Other active plan participants 

$2,264 

381 

585 

Accumulated postreurement benefit obligation 

Unrecognized loss 

3,230 

49 

Accrued postretirement benefit cost recognized in the Statement 
of Financial Position 

$3,181 


The weighted average discount rate used in determin¬ 
ing the accumulated postretirement benefit obligation was 

81/2%. 

The weighted average health care cost trend rate used 
in measuring the post retirement benefit expense was 14% 
in 1992 gradually declining to 7 % in 2007 and remaining 


at that level thereafter. A one percentage point increase 
in the assumed health care cost trend rate for each year 
would increase the accumulated postretirement benefit 
obligation by $78.9 million and would increase the post 
retirement benefit expense by $11.8 million. 

7. Corporate 

Corporate operations include revenues and expenses 
which arc of an overall holding company nature, including 
that portion of administrative costs and interest which is 
not allocated to the Company’s businesses. The Corporate 
statements of income consisted of: 


millions 


Year Ended December 31 


1992 

1991 

1990 

Revenues 

$ 228.6 

i 226 2 

$ 1519 

Interest expense 

536.8 

565 0 

4339 

Restructuring 

23.8 

— 

— 

Operating expenses 

121.2 

120.1 

108.3 

Operating loss 

(4532) 

(458.9) 

(3903) 

Other loss 

(95.4) 

(78.8) 

(112.7) 

Income tax benefit 

210.0 

211.5 

200.4 

Corporate expense before cumu 
lative effect of accounting 

changes 

(338.6) 

(326.2) 

(302.6) 

Cumulative effect of accounting 

changes 

(6-3) 



Net Corporate expense 

(3449) 

(326.2) 

(302.6) 

Intergroup eliminations 

(08) 

(12) 

— 

Corporate and other 

(345.7) 

(327.4) 

(302.6) 

Equity in net income (loss') of 
business groups and discon 

tinued operations 

(3,586.6) 

1,606.3 

1.204.8 

Consolidated net income (loss) 

$(3,932.3) 

$1,278.9 

$ 902.2 


The Corporate statements of financial position are sum 
marized below: 


millions 


December 31 



1992 

1991 

Assets 

Cash 

f 

1.1253 

$ 2,705.5 

Receivables 


935 5 

508.3 

Property and equipment 


604.8 

5337 

Other assets 


244.1 

177.7 

Total assets 

$ 

2,909-7 

$ 3,925.2 

Liabilities 

Accounts payable and other liabilities 

$ 

696.7 

$ 142.6 

Deferred income taxes 


— 

202 ' 

Debt 


5,283 1 

6,950.9 

Total liabilities 


5,979.8 

7,296.2 

Capital 

$(3,070 1) 

$(3,3710) 
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Sears, Roebuck and Co, 


Notes to Consolidated Financial Statements continued 


8. Short-term borrowings consisted of: 


millions 

December 31 


1992 

1991 

Commercial paper 

$3,6311 

$1,066.7 

Bank loans 

445 0 

4543 

Agreements with bank trusi departments 

3980 

510.1 

Other loams (principally foreign) 

1337 

1839 

Total short term borrowings 

$4,607.8 

$2,2150 


At Dec. 31, 1992, the Company had syndicated credit 
agreements of $7.5 billion through SRAC and DCC. The 
Company also had uniform credit agreements with individ 
ual banks totaling $6.0 billion. These syndicated and uni 
form credit agreements provide for loans at prevailing inter¬ 
est rates and mature at various dates through June 1995. 
Additionally, the Company had $305.5 million of unused 
lines of bank credit. These credit lines are renewable annu¬ 
ally at various dates and provide for loans of varying maturi¬ 
ties at prevailing interest rates. The Company pays commit 
ment fees in connection with these credit agreements and 
lines of credit. 

At Dec. 31, 1991, $6.1 billion of commercial paper 
was classified as long term supported by $4.9 billion of syn¬ 
dicated credit agreements not maturing within one year 
and the sale of $ 1.2 billion of Series A Mandatorily Ex¬ 
changeable Preferred Shares in early 1992. 

The Company has utilized interest rate swaps, interest 
rate caps and other liability management techniques to re¬ 
duce interest rate risk. The Company had interest rate swap 
agreements which established fixed rates on $2.8 and $3.1 
billion of short-term variable rate debt at Dec. 31, 1992 and 
1991, with weighted average interest rates of 9.1% and 
8.9%, respectively. The weighted average maturity of agree 
ments in effect on Dec. 31, 1992 was approximately eight 
years Interest rate caps and other liability management 
products are used to lock in a maximum rate if rates rise, 
but enable the Company to otherwise pay lower market 
rates. The Company established a maximum weighted aver 
age interest rate of 9.1% on $800 million of debt at Dec. 

31, 1992 and 1991. The weighted average maturity of agree 
ments in effect on Dec. 31, 1992 was approximately three 
years. 


9. Leases 

The Company leases certain stores, office facilities, com 
puters and automotive equipment 

Operating and capital lease obligations arc based 
upon contractual minimum rates and, for certain stores, 
amounts in excess of these minimum rates are payable 
based upon specified percentages of sales. Certain leases 
include renewal or purchase options. Operating lease rent 
als were $773.9, $737.4 and $704.8 million, including con 
tingent rentals of $47.5, $32.0 and $38.5 million, for the 
years ended Dec 31, 1992, 1991 and 1990 

Minimum fixed lease obligations, excluding taxes, in 
surance and other expenses payable directly by the Com 
pany, for leases in effect as of Dec. 31, 1992 were: 


millions 

Year Ended December 31 

Capital 

leases 

Operating 

leases 

1993 

$ 35 9 

$ 371.8 

1994 

352 

3152 

1995 

34.0 

256.5 

1996 

325 

172.9 

1997 

32.0 

120 3 

After 1997 

4439 

630 6 

Minimum payments 

6135 

$1,867.3 

Executory costs (principally taxes) 

47.6 


Implicit interest 

3533 


Present value of minimum lease payments, 
principally long term 

$212.6 
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Notes to Consolidated Financial Statements continued 


10. Long-term debt was as follows: 


millions 

December 31 

Issue 

1992 

1991 

Sears, Roebuck and Co. 

7% to 13‘/ 4 % Notes, due 1992 to 1999, 

9.1% weighted average rate at Dec 31. 1992 

$ 2,630.9 

$ 2,861.9 

8.2% Extendable Notes, due 1999 

30.6 

49.2 

6% Debentures, $300 million face value, due 

2000, effective rate 14.8% 

184.8 

176.5 

7% Debentures. $300 million face value, due 

2001, effective rate 14 6% 

188.6 

1827 

9.375% Debentures, due 2011 

300.0 

3000 

3 81% Floating Commercial Paper Rate—Put Pre 
mium Option Notes (4.95% at Dec 31. 1991), 
due 2021, put for 1993 maturity 

200.0 

200.0 

3.81% to 10.30% Medium Term Notes, due 1992 
to 2021 

4,0858 

3.3242 

Capitalized lease obligations 

631 

630 

Sears Roebuck Acceptance Corp. 

Commercial paper classified as long term, 5 2% 
at Dec. 31, 1991 


6,125 0 

4.56% Variable Interest Notes, due 1992 

— 

204.0 

Discover Credit Corp. 

3 91% to 9 26% Medium Term Notes, due 1992 
to 2012 

2,405.4 

1,309.8 

Sears Overseas Finance N.V. (guaranteed by- 
Sears, Roebuck and Co.) 

Zero Coupon Notes, $400 million face value, 
due 1992, effective rate 15 0% 


393-2 

11Mi% Notes, due 1993 

150.0 

150.0 

Zero Coupon Bonds, $400 million face value, 
due 1994. cffecuve rate 12.8% 

338.4 

2999 

Zero Coupon Bonds, $500 million face value, 
due 1998, effective rate 12.0% 

267.9 

239 2 

Homart Development Co. 

6 11% to 8.39% Notes, due 1992 to 2002 

36.4 

62 0 

5 36% to 12 5% Mongage Notes, due 1992 to 

2003 

737.3 

810.2 

Notes payable to banks 

315-0 

315.0 

Sears Canada Inc. 

9‘A% to 11 V«% Debentures, due 1994 to 2000 

375.1 

415.2 

Notes, mongages, bonds and capitalized leases 

288.5 

321.0 

Sears Acceptance Co. I.t<L 

9Vfe% to 15*/fe% Secured Debentures, due 1992 
to 2000 

1885 

2990 

Other subsidiaries 

Participating mongages, $850 million face value, 
due 2005, effective rate 8 7%, collateralized by 
Sears Tower and related properties 

8345 

833.9 

Notes payable, mortgages and capitalized leases 

114.4 

114.9 

Long-term debt attributed to discontinued 
operations, 8.7% weighted average rate 

_ 

(1,464.8) 

Total long term debt 

$13,735.2 

$17,585 0 


The mongages of Sears Tower and related properties 
include purchase options exercisable in 2005 at a price re 
flective of market values at that time. The Company wall 
share in any appreciation of the properties. 

As of Dec. 31, 1992, long-term debt maturities for the 
next five years were as follows: 


Year Ended December 31 

millions 

1993 

$2,268.6 

1994 

2,546.1 

1995 

1.373-5 

1996 

1.389.2 

1997 

1,119.6 
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Notes to Consolidated Financial Statements continued 


11. Financial instruments 

In the normal course of business, the Company in¬ 
vests in various financial assets, incurs various financial lia¬ 
bilities and enters into agreements involving off balance- 
sheet financial instruments. The fair value estimates of finan¬ 
cial instruments presented below are not necessarily indica¬ 
tive of he amounts the Company might pay or receive in 
actual market transactions. Potential taxes and other trans¬ 
action costs have not been considered in estimating fair val¬ 
ue. As a number of the Company's significant assets, includ¬ 
ing inventory, property and equipment and deferred in¬ 
come taxes, and liabilities, including property-liability, uni¬ 
versal life and traditional life insurance reserves, are not con¬ 
sidered financial instruments, the disclosures below do not 
reflect the fair value of the Company as a whole. 


Financial assets 

The Company had the following financial assets at 
Dec. 31, 1992: 


millions 

Carrying 

Value 

Fair 

Value 

Fixed income securities 

132,143 

134,310 

Mongage loans 

3,701 

3.714 

Equity securities 

3,845 

3.845 

Retail customer receivables 

13.878 

14.368 

Insurance premium installment receivables 

1,868 

1.868 

Other receivables 

2,431 

2,431 

Cash and invested cash 

2,627 

2,627 

Other 

1,283 

1,283 


Fair values for fixed income securities are based on 
quoted market prices when available. Non-quoted securities 
are valued based on discounted cash flows using current 
interest rates for similar securities. 

Mongage loans are valued based on discounted cash 
flows or the estimated fair value of the underlying collater 
al. Discount rates are based on each loan's classification 
within the Company's internal loan rating system. 


Equity securities are valued based on quoted market 
prices. 

Retail customer receivables are valued by discounting 
estimated future cash flows. The cash flows reflect the his 
torical cardholder payment experience and are discounted 
at a risk adjusted market rate. 

Insurance premium installment receivables and otiter 
financial assets are short-term in nature and as such, their 
carrying value approximates fair value 


Financial liabilities 

The Company had the following financial liabilities at 
Dec. 31, 1992: 


millions 

Carrying 

Value 

Fair 

Value 

Contractholder funds on investment contracts 

113.867 

113,929 

Long term debt (.excluding capitalized leases.) 

13.522 

14,107 

Shon term borrowings 

4,608 

4,608 

Other 

2.546 

2,5.38 


The fair value of contractholder funds on investment 
contracts is based on the nature of the underlying con 
tracts. Funds related to contracts with no stated maturities 
are valued at the underlying fund balance less applicable 
surrender charges. The fair value of funds related to all 
other investment contracts is based on discounted cash 
flows using interest rates currently offered for contracts 
with similar terms and durations. 

Long term debt and other long-term financial liabilities 
are valued based on quoted market prices when available 
or discounted cash flows, using interest rates currently avail 
able to the Company on similar borrowings. Short-term 
borrowings and other short term financial liabilities are val 
ued at their carrying value. 
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Off-balance-sheet financial instruments 

The Company is a parry to financial instruments with 
off-balance-sheet risk in the normal course of business to 
meet the financing needs of its customers, as well as to 
reduce its exposure to market and interest rate risk. The 
Company does not require collateral or other security to 
support financial instruments with credit risk, unless noted 
otherwise. The Company had the following off-balance- 
sheet financial instruments at Dec. 31. 1992: 


millions 

Contract or 
Notional 
Amount 

Unrealized 

Gain 

(Loss) 

Financial instruments whose contract amounts 
represent credit risk 

Commitments to extend mongage loans 

i 144 

* 1 

Financial guarantees written 

79 

(2) 

Financial instruments whose notional or 
contract amounts exceed the amount of 
credit risk 

Securitized receivables with recourse 

7,812 


Interest rate swap agreements 

3,093 

(330) 

Financial futures and forward contracts 

538 

CD 

Other off balance-sheet financial instruments 
Interest rate caps 

808 

(6) 

Interest rate floors 

155 

4 

Commiunents to invest 

142 

— 


Commitments to extend mortgage loans represent fu 
ture cash requirements and have fixed expiration dates. 

Risk from commitments arises from the possible move 
menus in interest rates. Commitments to extend mortgage 
loans are valued based on estimates of fees charged by 
other institutions to make similar commitments to similar 
borrowers. 

Financial guarantees written and securitized receiv¬ 
ables with recourse represent conditional commitments of 
the Company to guarantee performance to a third party. A 
portion of the securitized receivables with recourse are col 
lateralized by personal property. The Company’s credit risk 
exposure on these securitized balances was contractually 
limited to $782 million. Financial guarantees are valued 
based on the estimates of payments that may occur over 
the life of die guarantees. 


Interest rate swap transactions generally involve the ex 
change of fixed and floating rate interest payment obliga¬ 
tions without the exchange of the underlying notional 
amounts. The differential to be paid or received is accrued 
as interest rates change and is recognized over the life of 
the agreement. Under interest rate cap and floor contracts, 
the Company receives payments if specified market interest 
rates rise above or fall below fixed cap or floor rates, respec 
lively. The fair value of interest rate swaps, caps and floors 
are based on quoted market prices. 

Financial futures and forward contracts, primarily ex 
change traded, are used by the Company to hedge its mar 
ket or interest rate risk Risks from futures and forward con 
tracts arise from the possible inability of counterparties to 
meet the terms of their contracts and from movements in 
market values and interest rates. Financial futures and for 
ward contracts are valued based on quoted market prices 
Gains and losses on futures and forward contracts desig 
nated and effective as hedges of market or interest rate ex¬ 
posure are deferred and recognized in income over the 
lives of the hedged assets or liabilities. 

Commitments to invest, generally with no fixed expira¬ 
tion dates, represent commitments to make equity invest 
ments in various limited partnerships. Because the equity 
investments in the limited partnerships are not actively trad 
ed, it is not practicable to estimate the fair value of these 
commitments. 

12. Significant group concentrations of credit risk 

The Company invests in state and municipal bond 
holdings and grants credit to customers throughout the na 
tion As of Dec. 31, 1992, the five states in which the Com 
pany had the largest amount of credit card receivables, in¬ 
cluding those sold with recourse, and state and municipal 
bond holdings were as follows: 


millions 

California 

$3,686 

Texas 

3.399 

Florida 

3.037 

Illinois 

2.126 

Pennsylvania 

2,065 


13. Pending legal proceedings 

Various legal actions and governmental proceedings 
are pending against the Company, many involving ordinary 
routine litigation incidental to the businesses. Other mat¬ 
ters contain allegations which are nonroutine and involve 
compensatory, punitive or antitrust treble damage claims in 
very large amounts, as well as other types of relief. See 
note 4 to the Allstate Insurance Group summarized finan¬ 
cial statements on page 55 for a discussion of specific pend 
ing legal proceedings. The consequences of these matters 
are not presently determinable but, in the opinion of man 
agement. the ultimate liability in excess of reserves cur 
rently recorded will not have a material effect on the liquid 
ity or capital resources of the Company. 
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14. Shareholders’ equity 

Dividend payments are restricted as follows: 

Certain indentures relating to the long-term debt of 
Sears, Roebuck and Co., which represent the most restric¬ 
tive contractual limitation on the payment of dividends, pro 
vide that the Company cannot take specified actions, includ 
ing the declaration of cash dividends, which would cause 
its consolidated unencumbered assets, as defined, to fall 
below 150% of its consolidated liabilities, as defined. At 
Dec. 31, 1992, $6.5 billion in retained income could be 
paid in dividends to shareholders under the most restric¬ 
tive indentures. 

The capital of certain foreign operations and Allstate 
Life Insurance Company at Dec. 31, 1992 included approxi 
mately $537 million which, if distributed, would be subject 
to income taxes of approximately $236 million. It is not 
contemplated that distributions will be made in an amount 
which would require such tax payments. 

The Illinois Insurance Holding Company Systems Act 
permits Allstate Insurance Company to pay, without regula 
tory approval, dividends to Sears, Roebuck and Co. during 
any 12 month period in an amount up to the greater of 
10% of surplus (as regards policyholders) or its net income 
(as defined) as of the preceding Dec. 31- Approximately 
$477 million of Allstate's retained income at Dec. 31, 1992 
had no restriction relating to distribution during 1993 
which would require prior approval. 

As of Dec. 31. 1992, subsidiary' companies could remit 
to Sears. Roebuck and Co. in the form of dividends approxi 
mately $5.6 billion, after payment of all related taxes, with¬ 
out prior approval of regulatory bodies or violation of con 
tractual restrictions. 

Preferred shares 

In November 1991, Sears, Roebuck and Co. issued 
3.25 million 8.88% Preferred Shares, First Series (8.88% Pre 
ferred Shares), in the form of 13 million depositary shares, 
each representing one-fourth of an 8.88% Preferred Share, 
at an offering price of $25 per depositary' share. The 8.88% 
Preferred Shares have cumulative dividends ($2.22 annually 
per depositary share ) and a liquidation preference of $100 
per share ($25 per depositary share), plus accrued and un 
paid dividends. On or after Nov. 9, 1996, Sears may, at its 
option, redeem the 8.88% Preferred Shares, in whole or in 
part, at any time at a redemption price of $100 per share, 
plus accrued and unpaid dividends to the redemption date. 

In early 1992, Sears, Roebuck and Co. sold 7,187,500 
Series A Mandatorily Exchangeable Preferred Shares (Series 
A Preferred Shares) in the form of 28.75 million depositary 
shares, each representing one-fourth of a Series A Preferred 
Share, at a price of $43 per depositary share. The deposi 
tary shares have an annual, cumulative dividend rate of 
$3-75 per share. Each depositary share is required to be 
exchanged for one common share of the Company on 
April 1, 1995 (subject to adjustment in certain events). At 


any time prior to April 1, 1995. the Company may elect, at 
its option, to exchange the outstanding depositary shares 
for common shares, in whole or in pan at an initial price 
of $64.25 per share declining ratably to $59.28 per share 
on Feb. 1, 1995, and equal to $59.00 thereafter, plus ac 
crued and unpaid dividends. The Series A Preferred Shares 
have voting rights (equivalent to one-fourth of a vote for 
each depositary' share) and a liquidation preference of 
$ 172 per share ($43 per depositary share). 

In the event that dividends payable on either series of 
preferred stock are in arrears for six quanerly periods, hold 
ers of such stock together shall have the right to elect two 
additional directors of the Company until all cumulative divi 
dends have been paid or set apan for payment Addition 
ally, dividends cannot be paid on the Company's common 
shares if dividends on either series of preferred shares are 
in arrears. 

Stock option plans 

Options to purchase common stock of the Company 
have been granted to employees under various plans at 
prices equal to the fair market value of the stock on the 
dates the options were granted Certain options include 
stock appreciation rights (SARs) which, upon surrender of 
the option, permit the optionee to receive the excess of the 
current market price over the option price in cash. In addi 
tion, the Company may pay to the optionee in connection 
with certain options or SARs an amount generally equal to 
the maximum statutory corporate federal income tax rate 
then in effect (not to exceed 46%) times the difference 
between the market price and the option price Options 
and SARs are generally exercisable in not more than four 
equal, annual cumulative installments beginning one year 
after the date of grant, and generally expire in 10 or 12 
years. 

Changes in stock options were as follows: 


thousands of shares 


Year Ended December 31 


1992 

1991 

1990 

Beginning balance 
Granted 

Exercised 

(ianceled or expired 

13.304 6 
220.0 
(1,728.2) 
(461 7) 

9,874.4 
4.605-5 
(5509) 
(624 4) 

10,212.5 
839.1 
(498.8) 
(678.4) 

Ending balance 

11.334 7 

13,304.6 

9,874.4 

Reserved for future 
grant at year end 
Exercisable 

3,059 3 
7,722 3 

3,585 8 

7.716.3 

8,104.2 

7.024.2 

Option prices per 
share: 

Granted 

Exercised 

Canceled or expired 

$41.25-145.75 
26.69 43 13 
26.69- 51.25 

$25.94-142.88 
15.94- 40.19 
18 38- 51.25 

$26 44-141 63 

15 94 40 44 

16 75- 54 13 

Exercise prices of 
ending balance 

$25.94-157 88 

$25.94 $57.88 

$15 94 $37 88 


During 1992, 82,080 SARs were exercised at a price 
ranging from $32.88 to $41 19. 
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15. Quarterly results (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

millions, except per common share 

data 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

Revenues, poor basis 

$13,508.5 

$12,883.8 

$14,272.9 

$14,090.0 

$14,486.1 

$14,300.2 

$16,732.9 

$15,968.4 

$59,000.4 

$57,242.4 

Disconunued operations 

1,623.4 

1,438.9 

1,650.5 

1,5859 

1,670.4 

1,624.1 

1,711.5 

1 , 610.6 

6,655.8 

6,2595 

As restated 

11,885.1 

11,444.9 

12,622.4 

12,504.1 

12,815.7 

12,676.1 

15,021.4 

14,357.8 

52,344.6 

50,982 9 

Operating income (loss), pnor basis 

193.0 

112.0 

383.2 

362.1 

(1,409.8) 

201.8 

(2,950.1) 

655-2 

(3,783.7) 

1.331-1 

Current effect of accounting changes 

(77.0) 

— 

(32.7) 

— 

(.32.4) 

— 

(47 6) 

— 

(189.7) 

— 

Discontinued operations 

189.6 

114.9 

199.6 

174.9 

227.9 

170.9 

1625 

136.2 

779.6 

596.9 

As restated 

(73.6) 

(29) 

150.9 

187.2 

(1,670.1) 

30.9 

(3,160.2) 

519.0 

(4,753.0) 

734.2 

Net income (loss), prior basis 

321.8 

237.2 

345.8 

299.4 

(833-7) 

229.2 

(1,774.7) 

513.1 

(1,940.8) 

1,278.9 

Current effect of accounting changes 

(47,6) 

— 

(20.3) 

— 

(20.1) 

— 

(301) 

— 

(118.1) 

363 3 

Discontinued operations 

144.1 

66.9 

120.2 

105.1 

1385 

111.8 

105 1 

79.5 

507.9 

Cumulative effect of accounung 

changes 

0,873.4) 

— 

— 

— 

— 

— 

— 

— 

(1,873.4) 

— 

As restated: 

Income (loss) from continuing 

operations 

130.1 

170.3 

2053 

194.3 

(9923) 

117.4 

(1,9099) 

4336 

(2,566.8) 

9156 

Income (loss) before cumulative effect 

of accounting changes 

274.2 

237.2 

325 5 

299.4 

(8538) 

229.2 

(1.804.8) 

513 1 

(2,058.9) 

1,278 9 

Net income (loss) 

$0,599.2) 

$ 237 2 

$ 325-5 

$ 299.4 

$ (853.8) 

$ 229.2 

$(1,804.8) 

$ 513.1 

$(3,932.3) $ 1,278.9 

Earnings (loss) per common share, 

prior basis 

$ 0.89 

$ 069 

$ 0.90 

$ 0.87 

1 (2.25) 

$ 0.67 

$ (4.76) 

$ 1.48 

$ (5.33) 

$ 3.71 

Current effect of accounting changes 

(014) 

— 

(0.05) 

— 

(0.05) 

— 

(0.08) 

— 

(0.32) 

— 

Disconunued operauons 

0.41 

0.19 

0.32 

0.31 

0.37 

033 

0.28 

0.23 

1.37 

1.06 

Cumulative effea of accounung 

changes 

(5 29) 

— 

— 

— 

— 

— 

— 

— 

(5 07) 

— 

As restated: 

Income (loss) from continuing 

operations 

$ 034 

$ 0.50 

$ 0.53 

$ 0.56 

$ (2.67) 

$ 0 34 

$ (5 12) 

$ 1.25 

$ (7.02) 

$ 2.65 

Income (loss) before cumulative effect 

of accounung changes 

0.75 

0.69 

0.85 

0.87 

(2.30) 

0.67 

(4.84) 

1.48 

(5.65) 

371 

Net income (loss) 

(4.54) 

0.69 

0.85 

0.87 

(2.30) 

0.67 

(4.84) 

1.48 

(10.72) 

3.71 


Revenues, operating income, net income and related per common share amounts for 1991 and the first three quarters of 1992 have been restated to 
reflea Dean Witter, Discover & Co. and the Coldwell Banker Residential Services businesses as discontinued operations. 


Operating income, net income and related per common share amounts for the first three quarters of 1992 have been restated to reflect the adoption of 
SFAS No. 106 "Employers’ Accounting for Postretirement Benefits Other Than Pensions" and SFAS No. 112 "Employers' Accounting for Postemplovment 
Benefits" effective Jan 1, 1992. 

First quarter 1992 results include a pretax restructuring charge of $106.0 million and fourth quarter 1992 results include a pretax restructuring charge of 
$3 0 billion. The fourth quarter pretax LIFO adjustment was a credit of $42.4 million in 1992 and a charge of $6.7 million in 1991, compared with charges 
of $24.0 and $18.8 million for the first nine months of the respective years. 

The current effect of accounting changes includes $43-9 million pretax and $27.2 million after-tax related to the first quarter 1992 restructuring charge 
The total of quarterly earnings per common share for 1992 does not equal the annual amount as net income per common share is calculated 
independently for each quarter. 


Common Stock Market Information and Dividend Highlights (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

dollars 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

Stock price range 

High 

47% 

36% 

48 

40% 

45% 

43% 

46% 

39% 

48 

43% 

Low 

37 

24% 

373/4 

33% 

37% 

353/fe 

403/4 

33 

37 

243/s 

Close 

44% 

35 

393/4 

37% 

443/4 

38% 

45 V 2 

37% 

45% 

37% 

Dividends declared 

.50 

50 

50 

.50 

.50 

50 

.50 

50 

2.00 

2.00 


Stock price ranges are for transactions reported in a summary of composite transactions for stocks listed on the New York Stock Exchange 
(trading symbol—S). which is the principal market for the Company's common stock. 

The number of registered common shareholders at Feb. 26, 1993 was 331,822. 

In addition to the New York Stock Exchange, the Company's common stock is listed on the following exchanges Midwest, Chicago. Pacific, 

San Francisco; London, England, Basel. Geneva, Lausanne and Zurich, Switzerland; Amsterdam, The Netherlands; Tokyo, Japan; Pans, France; and 
Frankfurt, Germany 
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Sears Merchandise Group 


Summarized Statements of Income 


millions 


Year Ended December 31 


1992 

1991 

1990 

Revenues 




Merchandise sales and services 

$28.8*6.4 

$28,344.8 

128,958 8 

Credit revenues 

3,114.1 

3.088 1 

3.026.9 

Total revenues 

31,960.5 

31,432.9 

31,985 7 

Costs and expenses 




Cost of sales, buying and occupancy 

20,717.5 

19,976.6 

20,181.4 

Selling and administrative 

9,120.3 

8,819.8 

9,281.2 

Provision tor uncollectible accounts 

910.3 

848.7 

621.9 

Restructuring 

2,758.0 


264.4 

Interest 

888.8 

1.022 4 

1,238.5 

Total costs and expenses 

34,394.9 

30,667 4 

31,587.4 

Operating income (loss) 

(2,434.4) 

765 4 

398.3 

Other income 

12.2 

45.8 

46.8 

Gain on sales of subsidiaries' stock 

91.4 

— 

— 

Income (loss) before income taxes, minority interest and equity income 

(2,330.8) 

811.2 

445 1 

Income tuxes (benefit) 

(829-7) 

337.8 

1878 


(1.501.1) 

473.4 

2573 

Minority interest and equity- in net income ot unconsolidated companies 

28.9 

129 

.1 

Income (loss) before cumulative- effect of accounting changes 

(1,472.2) 

486.3 

257.4 

Cumulative effect ot accounting changes 

(1,504.8) 


— 

Group income (loss) 

$ (2,9^.0) 

$ 486.3 

t 257.4 


.See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Operations _ 

Sears Merchandise Group revenues in 1992 increased 
$527.6 million or 1.7%. Domestic merchandising (which 
excludes catalog) revenues rose $871.5 million, a 4.1% in¬ 
crease over 1991, while catalog revenues declined $211.4 
million, or 6.0% compared with 1991 Revenues from do¬ 
mestic credit operations increased 3-4%, principally due to 
higher owned receivables balances International revenues 
were 5 7% below last year, primarily due to continuing 
weakness in the Canadian economy. 

In 1991, Merchandise Group revenues declined $552.8 
million or 1.7%, reflecting the impact of the domestic and 
Canadian recessionary economies and the highly competi 
tive retail environment. Domestic merchandising revenues 
were flat while catalog revenues declined $320.8 million or 
8.4% compared to 1990. Revenues from domestic credit op 
erations increased 2.4%, ihe result of higher gross receiv 
ables partially offset by the sale of credit accounts through 
the use of asset backed securities. International revenues 
were down 6.7% from 1990 

Sears Merchandise Group recorded a loss of $2.98 bil 
lion in 1992 The 1992 results include after tax restructuring 
charges of $65.7 million and $1.66 billion recorded in the 
first and fourth quarters, respectively, a $1.5 billion 
noncash after tax charge to record the cumulative effect of 


changes in accounting for postretirement and postemploy 
ment benefits and a $5a.5 million after-tax gain from ihe 
sale of a minority interest in Sears Mexico. Excluding restruc 
turing charges in 1992 and 1990, the effect of accounting 
changes and the Sears Mexico gain, income was $264 9 mil 
lion, compared to income of $486.3 and $412.6 million in 
1991 and 1990, respectively. 

Restructuring 

The first quarter 1992 restructuring charge was for sev¬ 
erance costs related to cost reduction programs for commis 
sion sales and headquarters staff in domestic merchandis 
ing. The fourth quarter 1992 restructuring charge reflects 
the anticipated costs associated with a comprehensive pro 
gram to streamline operations by focusing on profitable 
core retail operations. The restructuring program includes 
discontinuing domestic catalog operations, offering a volun 
tary early retirement program to certain salaried associates, 
closing unprofitable retail department and specialty stores, 
streamlining or discontinuing various unprofitable merchan 
dise lines, and the writedown of underutilized assets to 
their market value When completed in early 1994. the re 
structuring program is expected to improve income and 
cash flow, and eliminate 16,000 full time and 34,000 part 
time positions. 


40 























r 


Analysis of Operations continued 


Merchandising operations in the United States ac 
counted for 79-5% of Group revenues in 1992. 


$ millions 

1992 

1991 

1990 

Merchandise sales and services 

$25,417.4 24,757.3 

25,093.2 

Cost of sales, buying and occupancy 




expenses 

$18,130.0 17,344.2 

17,355.8 

Ratio to sales and services 

71.3% 

70.1 

69.2 

Selling and administrauve expenses 

$ 7,490.2 

7,219.3 

7,612.0 

Selling and administrauve expenses 




before accounting changes 

$ 7,397.3 

7.219.3 

7,612.0 

Ratio to sales and services 

291% 

292 

303 

Incremental impact of accounting 




changes 

0.4% 

— 

— 

Restructuring charges 

$ 2,732.6 

— 

2312 

Ratio to sales and services 

10.8% 

— 

0.9 

Operating income (loss) before 




restructunng 

$ (266.8) 

120.1 

497 

Ratio to sales and services 

(1.0%) 

0.5 

0.2 

Operating income (loss) 

1(2,999 4) 

120.1 

(181.5) 

Merchandising income (loss) before re 




structuring and accounting changes 

$ (122.1) 

90.4 

36.9 

Ratio to sales and services 

(0.5%) 

0.4 

0.1 

Merchandising income (loss) 

$(3,304.7) 

90.4 

(106 5) 

Net sales per square foot (dollars) 

$ 328 

328 

341 

Merchandise inventories -LIFO basis 

$ 3,460.2 

3,784.7 

3.449.1 

Merchandise inventories- FIFO basis 

$ 4,198.6 

4,541 5 

4,180.4 


Domestic merchandising revenues increased 4.1% in 
1992, compared with a decrease of 0.1% in 1991. 
Double-digit percentage sales increases were recorded in 
men’s apparel, women’s apparel, furniture, and home com¬ 
puters, primarily due to the continuing rollout during 1992 
of new merchandising formats. Partially offsetting these 
gains were sales decreases in automotive service and in¬ 
stalled home improvements. Revenues in 1991 were im 
pacted by lower sales in home fashions and home appli 
ances, substantially offset by sales increases in automotive, 
women’s apparel, home computers and office equipment. 
Catalog revenues decreased 6 0% in 1992, following a sales 
decline of 8.4% in 1991. 

Cost of sales, buying and occupancy' expenses as a per¬ 
centage of sales increased 1.2% and 0.9% in 1992 and 1991, 
respectively. The current year results reflected the impact 
of higher selling price reductions necessitated by height 
ened competition, above-average clearance markdowns 
and reduced automotive margins, partially offset by a favor 
able LIFO adjustment. The increase in these costs and ex¬ 
penses in 1991 was primarily the result of higher selling 
price reductions and inventory shrinkage. 

Excluding the $92.9 million incremental impact of the 
change in accounting for postretirement and postemploy 
ment benefits, selling and administrative expenses were 
29 1% of revenues in 1992, a decrease of 0.1%. Reductions 
in non selling payroll and the impact of a change in the 
employee vacation policy were substantially offset by in 
creased insurance costs. 


The recently announced restructuring actions will re 
suit in significant selling and administrative cost savings. 
Merchandise Group management is committed to execute 
an aggressive cost-take-out program which will enhance 
our competitive position. 

In 1991, selling and administrative expenses decreased 
$392.7 million, to 29.2% of revenues from 30.3% in 1990. 
Reductions in support payroll and benefits, distribution 
costs, and advertising were the primary contributors to the 
improvement. 

In 1992, Merchandising recorded a loss before cumula¬ 
tive effect of accounting changes of $1.9 billion which in¬ 
cluded the $1.72 billion after-tax restructuring charge. Ex 
eluding the restructuring charge and the accounting 
changes, domestic merchandising recorded income of 
$37.7 million, compared with income of $233-1 million in 

1991. Revenue increases were more than offset by de 
creased automotive results and lower margins due to 
above-average promotional and clearance markdowns in a 
highly competitive environment. Catalog recorded a $159.8 
million loss before restructuring and accounting changes in 
1992 compared to a loss of $144.7 million in 1991. 

In 1991, domestic merchandising income increased 
$215.9 million, or $72.5 million w'hen compared with 1990 
income before restructuring. Results w r ere positively im 
pacted by reductions in selling and administrative expenses 
partially offset by low r er revenues and gross margins. Also, 
a change in maintenance agreement accounting increased 
1991 after-tax earnings by $42.0 million. Catalog recorded a 
$144.7 million loss in 1991 compared to a loss of $1257 
million in 1990. 

Continuing businesses (excluding catalog and other 
exited businesses) in the United States accounted for 
$21.14 billion, or 83% of total merchandising revenues in 

1992. Revenues reported in 1993 will not include domestic 
catalog or other exited businesses. Summanzed below are 
selected operating data comparing continuing businesses 
to merchandising as reported in 1992. 


$ millions 

As 

Reponed 

Continuing 

Businesses 

Merchandise sales and services 

$25,417.4 

$21.1359 

Cost of sales, buying and occupancy expenses $18,130.0 

$14,907 9 

Gross margin 

28.7 % 

295% 

Selling and administrative expenses 

$ 7,490.2 

$ 6,080 4 

Ratio to sales and services 

29 5 % 

28 8% 

Operating income (loss) before restructuring 

$ (266.8) 

$ 90.5 

Rauo to sales and services 

(1.0)% 

0 4% 

Income (loss) before restructuring and 
cumulative effect of accounting changes 

$ (180.2) 

$ 45 1 

Ratio to sales and services 

(0.7)% 

0.2% 
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Sears Merchandise Group 


Analysis of Operations continued 


Credit operations in the United States contributed the fol¬ 
lowing: 


$ rrullioas 


1992 

1991 

1990 

Finance charge and other revenues 

$ 

2,827.1 

2,735-2 

2,671.3 

Interest expense 

$ 

696.4 

755.4 

964.3 

Provision for uncollectible accounts 

$ 

849.7 

781.3 

570.0 

Credit income before accounting 





changes 

$ 

410.6 

3935 

330.1 

Credit income 

$ 

337.9 

393-5 

330.1 

Credit sales as a percentage of gross 





sales 


57.1% 

57.3 

592 

Gross customer receivables at Dec. 31 

$20,286.8 

20,245.4 

19,541.8 

Balances sold at Dec 31 

$ 

7,115-7 

7,679 1 

6,0404 

Owned customer receivables at Dec 31 

$13,171.1 

12,566.3 

13,501.4 

Average owned receivables 

$12,428.0 

12,271.7 

13,1655 

Average account balance (dollars) 

$ 

762 

736 

698 

Net charge offs to average gross 





customer receivables 


357% 

3.09 

2.42 

Gross customer receivables delinquent 





three months or more 


2.99% 

2.93 

2.29 


Domestic credit revenues were 3.4% higher in 1992, 
principally due to higher owned-receivables balances. 
Credit revenues rose 2.4% in 1991, primarily due to higher 
gross customer receivables partially offset by the sale of 
credit accounts through the use of asset backed securities. 

The provision for uncollectible accounts rose 8.8% in 
1992, following an increase of 37.1% in 1991, as the trend 
in recent years of increasing delinquent accounts and bank 
ruptcies has moderated. Domestic retail customer receiv¬ 
ables delinquent three months or more as a percentage of 
gross customer receivables was 2.99% at Dec. 31. 1992, com 
pared to 2.93% and 2.29% at Dec. 31, 1991 and 1990. Inter¬ 
est expense fell 7.8% in 1992, on lower interest rates par 
tially offset by higher average borrowings. Lower average 
interest rates and reduced borrowings resulted in a 21.7% 
decrease in interest expense in 1991 

Higher credit revenues and lower interest expense 
more than offset the rise in the provision for uncollectible 
accounts and resulted in increases in Credit income before 
the accounting changes of 4.3% in 1992 and 19.2% in 1991. 

Federal and state legislation and competitive condi¬ 
tions may affect the annual percentage rate imposed on 
credit card accounts. While the Company cannot predict 
the effect of future competitive conditions and legislation 
or the measures which the Company might take in re 
sponse, a significant reduction in finance charge rates 
could reduce the yield on receivables, adversely impacting 
income. 


International operations are conducted in Canada and 
Mexico. Revenues of International operations translated to 
U.S. dollars totaled $3.72 billion in 1992, compared with 
$3-94 billion in 1991. In Canadian dollars. Sears Canada rev 
enues decreased 3-2% in 1992, compared with a decrease 
of 10.5% in 1991 Current year Canadian revenues were ad 
versely impacted by continued unfavorable economic con 
ditions and the effects of the initial securitization of receiv 
ables in December 1991. Canadian revenues were ad¬ 
versely affected in 1991 by the enactment of a value added 
tax combined with poor economic conditions. Revenues of 
Sears Mexico in U.S. dollars were $467.6 million, compared 
to $368.7 million in 1991, an increase of 26.8%. 

Gross margins declined to 24.5% of sales compared to 
26.6% in 1991, primarily due to lower Canadian initial 
gross margins and higher inventory shrinkage Selling and 
administrative expenses were relatively flat. 

In 1992, a $25.4 million pretax restructuring charge 
was recorded in Sears Canada, primarily for severance pay 
and other costs associated with the closing or conversion 
of catalog sales offices to independently-owned locations. 
The 1990 results included a Canadian pretax restructuring 
charge of $33 2 million for severance benefits. 

During 1992, Scars sold a minority interest in Sears 
Mexico through an initial public offering and recognized 
an after-tax gain of $54.5 million. Sears Canada also com 
pleted a primary offering of common stock in 1992, result 
ing in dilution of the Company’s ownership from 62.6% to 
61.2%, generating an after tax ioss of $4.8 million 

International recorded a loss of $10.2 million in 1992. 
Excluding the net gains from the sale of subsidiaries’ stock, 
restructuring and impact of accounting changes, 
International’s loss was $18.8 million, compared with in 
come of $2.4 million in 1991 Lower Canadian revenues 
and margins were the primary' contributors to the declining 
results. Sears Mexico continued to perform well, as 1992 
income, after minority' interest of $8.1 million, nearly 
equalled 1991 income as a wholly-owned subsidiary. Inter 
national income decreased $31.4 million in 1991, primarily 
the result of lower Canadian revenues. 
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Summarized Statements of Financial Position 


millions December 31 



1992 

1991 

Assets 



Girreni assets 



Cash 

$ 284.7 

$ 104.1 

Retail customer receivables 

14,490.9 

14,037.8 

less: Allowance for uncollectible accounts and unearned finance charges 

613.3 

500 4 


13,877.6 

13,537.4 

Ollier receivables 

929-7 

302.4 

Invemones 

4,04-79 

4,4594 

Prepaid expenses and deferred charges 

570.6 

568.7 

Deferred taxes 

1 , 611.2 

853.3 

Total current assets 

21,321.7 

19,825 3 

Property and equipment 



Land 

337.6 

324.0 

Buildings and improvements 

3,658.9 

3.899 2 

Furniture, fixtures and equipment 

3,794.9 

4,082 5 

Capitalized leases 

277.7 

312.9 


8,069-1 

8.618.6 

l£ss accumulated depreciation 

4,099.7 

4,254.4 

Total property and equipment, net 

3,969.4 

4,364.2 

Deferred income taxes 

637.1 

— 

Other assets 

1,040.5 

639.6 

Total assets 

$26,968.7 

$24,829.1 

Liabilities 



Current habiliues 



Short term borrowings 

$ 4,210.6 

$ 2,501.6 

Restructunng reserves 

2,149-7 

181.1 

Accounts payable and other liabilities 

4,572.8 

4,082.6 

Unearned revenues 

1,142.1 

1,147.6 

Other taxes 

401.7 

411.7 

Total current liabilities 

12,476.9 

8,324 6 

Long term debt and capitalized lease obligations 

8,427.4 

8,9939 

Deferred income taxes 

— 

658.5 

Postretirement benefits 

2,609.5 

— 

Minority interest and other 

344.6 

332.6 

Total liabilities 

23,858.4 

18.309.6 

Capital 

3,110.3 

6,519.5 

Total liabilities and capital 

$26,968.7 

$24,829.1 


See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Financial Condition _ 

Liquid assets consisting primarily of retail customer re¬ 
ceivables and inventories comprised 11 % of the Merchan¬ 
dise Group's assets at Dec. 31, 1992. Gross customer receiv¬ 
ables at Dec. 31, 1992 of $22.3 billion were geographically 
diversified throughout all 50 states, Canada and Mexico. An 
asset securitization program was undertaken in 1988 for do 
mestic customer receivables under which $7.1 billion of 
credit account pass through certificates were outstanding as 
of Dec. 31, 1992. In December 1991, Sears Canada com 
menccd an asset securitization program, under which 
$69o.6 million of credit accounts were securitized as of 
year-end 1992. 

Inventories are valued primarily using the last-in, first- 
out (LIFO) method. If inventories had been valued using 
the first-in, first-out (FIFO) method instead of LIFO, inven¬ 
tories would have been $738.4 million higher at Dec. 31, 
1992. 


Net cash used by operating activities was $400.0 mil 
lion in 1992. compared with $2.44 billion cash provided by 
operating activities in 1991. The decrease was primarily 
due to an increase in owned receivables and a larger in 
crease in deferred tax assets, partially offset by a decrease 
in inventory levels. The change in accounting for 
postretirement and postemployment benefits and restructur¬ 
ing charges had no impact on 1992 cash flows. In 1991, 
the results reflected the impact of reductions in owned re 
ceivables and a smaller change in deferred taxes, partially 
offset by an increase in inventory- levels. 

Excluding expenditures for the new Merchandise 
Group headquarters in Hoffman Estates, 1992 capital expen¬ 
ditures were $588.3 million, which were primarily used for 
the remodeling and refurbishing of existing stores and nor 
mal replacement of operating equipment Also in 1992, 
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Sears Merchandise Group 


Summarized Statements of Cash Flows 


millions Year Ended December 31 



1992 

1991 

1990 

Gash flows from operating activities 

Group income (loss) 

Adjustments to reconcile group income to net cash provided (used) by operaung activities 

$ (2,977.0) 

1 4863 

1 257 4 

Depreciation, amortizauon and other noncash items 

49^.1 

484.3 

446.0 

Cumulative effect of accounting changes 

2,429.^ 

— 

— 

Restructuring charges 

2."'58.0 

— 

264.4 

Gains on sale of property and investments 

(85.6) 

(42.6) 

(15.3) 

Provision for uncollectible accounts 

910.3 

848.7 

621.9 

Change in deferred taxes 

(2,053.5) 

(20.4) 

(537.1) 

Decrease ( increase) in retail customer receivables 

(1.325.4) 

846 8 

(284 7) 

Decrease (increase ) in merchandise inventones 

357.4 

(386 4) 

278.1 

Change tn net other operating assets and liabiliues 

(908.0) 

2224 

(1264) 

Net cash provided (used) by operating activities 

(400.0) 

2.4391 

904.3 

(ash flows from investing activities 

Net purchases of property and equipment 

(5*4.8) 

(6980) 

(7897) 

Net sales of investments 

171.9 

485 

6.1 

Net cash used in investing activities 

(412.9) 

(649 5) 

(7836) 

Cash flows from financing activities 

Net increase in long term debt 

67.4 

675.8 

5843 

Net increase (decrease) in short-term borrowings, primarily 90 days or less 

1,164.5 

(2,2718) 

(770.8) 

Dividends paid to Corporate 

(129.3) 

(199 3) 

(238.5) 

Net capital transfers (to) from Corporate 

(106.4) 

(159 1) 

234 8 

Net cash provided (used) by financing activities 

996.2 

(1,954 4) 

(190 2) 

Effect of exchange rati- changes on cash 

(2.7) 

0.6 

(26) 

Net increase (decrease) in cash 

5 180.6 

1 (164.2) 

1 (72 1) 

(ash at beginning of year 

$ 104.1 

i 268 3 

i 340 4 

(ash at end of year 

$ 284.7 

f 104.1 

1 268.3 


See notes to Consolidated and Sears Merchandise Group summanzeu financial statements 


Analysis of Financial Condition continued _ 

13 new multi-line stores were opened, six in new markets 
and seven relocations. 

Cash used in operating and investing activities during 
1992 was funded by additional debt. In 1991, cash pro 
vided by operations was used primarily to purchase addi 
tional propern- and equipment and to reduce debt 

Domestic stores (excluding catalog and Specialty Mer¬ 
chandising) at the end of the year are summarized below-: 



1992(1) 

1991 

1990 

Multi line stores 

813 

817 

808 

Small hard line stores 

46 

51 

55 

Western Auto 

595 

548 

504 

Paint and Hardware stores 

103 

97 

98 

Homelife furniture stores 

34 

22 

5 

Appliance stores! 2) 

37 

41 

44 

Free standing Tire and Auto centers! 2) 

20 

20 

22 

Retail outlet and other! 2) 

53 

48 

50 

Total 

Gross square feet (millions) 

1,701 

126.6 

1,644 

127.5 

1,586 

125.7 


In February 1993, a five year, $4 billion capital expend! 
ture program was announced, primarily focused on the ex 
isting retail store base Approximately 500 stores will be 
renovated and updated over the next three years. Also, this 
comprehensive program includes selected new store open 
ings and the roll-out of promising new free standing con 
cepts. Planned capital expenditures for 1993 are $650 mil 
lion, and call for the remodelling and upgrade of merchan¬ 
dise presentations in approximately 135 existing multi line 
retail stores, six new and relocated multi line stores, 25 
new Homelife furniture stores, and 20 free standing Paint 
and Hardware stores. These expenditures are expected to 
be financed from operating activities. 


(1) 1992 store counts include 113 stores which will be closed as part of 
the restructuring actions announced in January 1993 

(2) Appliance stores, tree standing auto centers and retail outlet stores 
had previously been excluded from store counts 
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Notes to Summarized Financial Statements 

Summary of significant accounting policies 


Basis of presentation 

The summarized financial statements of Sears Merchan¬ 
dise Group include domestic and international merchan¬ 
dising and customer credit operations. The International 
operations consist of Sears Canada and Sears Mexico, 
which are 6l.2% and 75% owned, respectively. 

Allowance for uncollectible accounts and recourse 
liability for sold accounts 

The allowance for uncollectible accounts is estab 
fished through a provision charged to expense. When receiv¬ 
ables are securitized, the portion of the allowance for uncol¬ 
lectible accounts pertaining to such receivables is trans 
ferred to a recourse liability at the date of sale. Factors 
such as prior account loss experience, changes in the vol¬ 
ume of the account portfolio and overall portfolio quality- 
are considered in determining the allowance and the 
recourse liability. Charges to expense for the recourse 
liability are made through the provision for uncollectible 
accounts. 

Retail customer receivables 

Retail customer receivables shown in the Dec. 31, 

1992 Statement of Financial Position include approximately 
$6.0 billion of domestic accounts and $381.1 million of for¬ 
eign accounts which will not become due within one year. 
These receivables are expected to earn finance charge reve 
nue at annual percentage rates ranging from 8.0% to 21.0% 
for the domestic accounts and 28.8% for the Canadian 
accounts. 


Inventories 

Inventories of domestic operations are valued primar- 
ily at the lower of cost (using the last-in, first-out-LIFO meth¬ 
od) or market by application of internally developed price 
indices to estimate the effects of inflation in inventories at 
their cost value. 

The LIFO adjustment to cost of sales was a credit of 
$18.4 million in 1992, compared with a $25.5 million 
charge and a $5.7 million credit in 1991 and 1990, respec¬ 
tively. Partial liquidation of inventories valued under the 
LIFO method in all three years resulted in credits of $39.0, 
$13 3 and $28.1 million in 1992, 1991 and 1990, respective 
ly. If the first-in, first-out (FIFO) method of inventory valua¬ 
tion had been used instead of the LIFO method, invento¬ 
ries would have been $738.4 and $756.8 million higher at 
Dec. 31, 1992 and 1991, respectively. 

Inventories of International operations, Western Auto 
and Pueno Rico, which represent approximately 19 0% of 
Group inventories, are stated at the lower of cost (FIFO 
basis) or market. 

Debt and related interest expense 

Group debt includes borrowings by International sub 
sidiaries in their respective countries. The debt of the domes 
tic operations, primarily used to fund customer receivables, 
is legally the responsibility of Sears, Roebuck and Co., SRAC 
or SOFTW, and amounted to $10.9 and $9 3 billion at Dec. 
31, 1992 and 1991, respectively. Allocation of short term 
and long-term debt is based on the proportionate composi¬ 
tion of the pooled Corporate debt, and interest expense on 
the average debt outstanding is charged at a rate equal to 
the average cost of all funds borrowed by Sears, Roebuck 
and Co., SRAC and SOFNV. 






Allstate Insurance Group 


Summarized Statements of Income 


millions _ _ Year Ended December 31 



1992 

1991 

1990 

Revenues 

Property liability insurance premiums 

$15,737.9 

$15,147.0 

$14,280 5 

Life insurance premium income and contract charges 

1,127.6 

1.1969 

1 , 166.1 

Investment income, less investment expense (note 3) 

3,200.5 

3.001 4 

2.571.3 

Realized capital gains and losses 

162.1 

49 

181.2 

Total revenues 

20,228.1 

19,350.2 

18.199 1 

Costs and expenses 

Property-liability insurance claims and claims expense 

15,205-1 

12,518.8 

12,198.8 

Life insurance polio,' benefits 

2,153-8 

2,121.6 

1,827.2 

Policy acquisition costs (note 1) 

3,154.1 

3,072.1 

2,870.3 

Other operating costs and expenses 

1,140.4 

1,098.6 

1,001.8 

Total costs and expenses 

21,653.4 

18,811.1 

17,898.1 

Income (loss) before income tax benefit 

Income tax benefit 

(1,425.3) 

539 1 

301.0 

Current operations 

(925.7) 

(183 4) 

(250.8) 

Fresh start adjustment from the Revenue Reconciliation Act of 1990 

— 


(139.0) 

Income (loss) from continuing operauons 

(499.6) 

7225 

690.8 

Discontinued operauons gain on disposal, net of tax expense of $5-5 

— 

— 

10.5 

Income (loss) before cumulative effect of accounting changes 

(499.6) 

722.5 

701 3 

Cumulative effect of accounting changes 

(325.6) 

— 

— 

Group income (loss) 

$ (825.2) 

f 722.5 

J 7013 


See notes to Consolidated and Allstate Insurance Group summarized financial statements 


Analysis of Operations _ 

Allstate's 1992 revenues aggregated $20.23 billion, 

4.5% over 1991 revenues of $19 35 billion, which were 
6.3% over 1990 revenues of $18.2 billion. The Group in¬ 
curred a net loss of $825.2 million in 1992 compared with 
net income of $722.5 million in 1991. Strong improve 
ments in property-liability underwriting results were more 
than offset by record catastrophe losses. Allstate’s after tax 
loss from Hurricane Andrew totaled $1.65 billion. Income 
from life operations also decreased due to losses in the com¬ 
mercial mortgage portfolio, paraally offset by gains on 
other investments. The Group's realized capital gains after 
taxes were $ 107.0 million in 1992, compared with $3.2 mil¬ 
lion in 1991 Results were further reduced by $325-6 mil¬ 
lion for the one-time charge related to the adoption of 
SFAS Nos. 106 and 112. 


Property-Liability Operations 

Premiums written increased 4.9% in 1992 compared 
with a 3-8% increase in 1991. The increase in premiums 
written in 1992 over 1991 is attributed entirely to increases 
in average premiums, reflecting emphasis on certain lines, 
changes in product mix, the effect of policy provisions ad 
justing for inflation and rate increases approved by regula 
tory authorities Management's focus on more profitable 
markets, the recessionary environment and competitive fac 
tors in certain markets have contributed to a slight decline 
in unit growth. Premiums earned increased 3-9% to $15.74 
billion in 1992 from $15 15 billion in 1991 Personal lines 
represented 90% of Allstate’s property liability business in 
1992. 
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Analysis of Operations continued 


Supplementary income statement information 


$ millions 

1992 

1991 

1990 

Premiums written 

$16,011.4 

$15,261.8 

$14,696.1 

Premiums earned 

15,737.9 

15.147.0 

14,280.5 

Claims and claims expense 

15,205 1 

12,518.8 

12,198.8 

Underwriting expenses 

3,804.5 

3,760.9 

3,503.1 

Underwnung loss 

(3,271.7) 

(U32.7) 

(1,421.4) 

Net investment income 

1,467.8 

1,397.2 

1,296.9 

Realized capital gains, after tax 

166.7 

24.9 

109.8 

Income tax benefit on operations 
(excluding tax on realized 
capital gains) 

(1,048.5) 

(267.5) 

(3926) 

Fresh start tax benefit 

— 

— 

(139.0) 

Cumulative effect of accounting 
changes 

(311.5) 

— 


Income (loss) 

$ (900.2) $ 556.9 

$ 516.9 

Loss and loss adjustment expense 

ratio 

96.6% 

82.7% 

85 4% 

Expense ratio 

24.2 

24.8 

24.5 

Combined ratio 

120.8% 

107.5% 

109 9% 

F:ffect of catastrophe losses on 

combined ratio 

21.0% 

3-3% 

3 1% 


Property liability underwriting losses increased as 
Allstate’s combined ratio climbed to 120.8% in 1992, after 
the ratio improved to 107.5% in 1991 from 109.9% in 1990, 
The year-to-year changes in the combined ratio were due 
primarily to fluctuations in the loss ratio, as the expense 
ratio improved with a decrease of 0.6 points in 1992, follow 
ing an increase of 0.3 points in 1991. The improvement in 
1992 is attributable to reductions in employee related ex¬ 
penses, offset partially by shared market assessments and 
investments in technology. The loss ratio increased 13 9 
points in 1992, following a decrease of 2.7 points in 1991 
Factors contributing to the changes in loss ratios are the 
level of catastrophe losses, the number of claims reported 
(frequency) and the average costs of settling claims (severi- 
ty) 

Catastrophes are an inherent risk of the property liabil 
its insurance business and have contributed, and will con 
tinue to contribute, to year-to-year fluctuations in underwrit 
ing results. The level of catastrophe loss experience in any 
year cannot be predicted with any certainty. Allstate’s 1992 
catastrophe losses, which aggregated $3-3 billion, were un¬ 
precedented in Allstate’s history. Hurricane Andrew alone, 
which aggregated $2.5 billion, net of reinsurance, increased 
the 1992 loss ratio by 15.9 points. Total catastrophe losses 
increased the loss ratios for 1992 and 1991 by 21.0 points 
and 3-3 points, respectively. 


Excluding the claims associated with Hurricane An 
drew, frequency was down in 1992 compared to 1991, re 
peating the trend in 1991 when frequency was down from 

1990. Management believes this trend of fewer claims is 
influenced by the recessionary environment in most of the 
United States over this time frame. Historically, downturns 
in the economy generally tend to reduce automobile usage 
which, in turn, results in fewer automobile accidents. 

Allstate’s 1992 severity increases were less than the in 
flation indicators for both injury and property related costs 
This is due in pan to internal Allstate initiatives. For bodily 
injury claims, these include initiatives in medical manage 
ment and the use of special investigative units to reduce 
fraud. In the case of property related claims, such initiatives 
include programs that refer repairs to pre-selected automo¬ 
bile repair shops that meet Allstate’s criteria for quality, serv¬ 
ice and cost, and programs designed to combat automo¬ 
bile theft In addition, general economic conditions in 1992 
and 1991 have resulted in increased price competition 
among those businesses that repair automobiles. 

Pretax net investment income increased $70.6 million 
or 5.1% in 1992 to $1.47 billion. This compares to an in 
crease of $100 3 million, or 7.7% in 1991. The rate of in¬ 
crease slowed in 1992 as a result of generally lower interest 
rates and lower growth in average invested balances that 
w r as caused by the substantial claim payments made in con 
nection with Hurricane Andrew' during the last four 
months of 1992 Realized capital gains after tax w r ere 
$ 166.7 million in 1992, compared with $24.9 million in 

1991. The improvement results from generally favorable 
market conditions for both common stocks and bonds. 
1992 realized capital gains after-tax includes $81.9 million 
from the sale of approximately $ 1.25 billion of municipal 
securities in the fourth quarter. The proceeds from these 
sales were primarily invested in taxable United States Trea¬ 
sury and mortgage-backed securities. These municipal secu¬ 
rity sales were motivated by a number of factors including 
favorable market conditions and an objective to reduce fu¬ 
ture alternative minimum tax exposure. 

The 1992 loss of $900.2 million compared unfavorably 
with income of $556.9 million in 1991. Improvements in 
underwriting results from favorable trends in claim frequen 
cies and severities and improvements in net investment in 
come and realized capital gains were more than offset by 
catastrophes. Losses in 1992 also included a $311.5 million 
one-time charge for the adoption of SFAS Nos. 106 and 
112 . 
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Allstate Insurance Group 


Analysis of Operations continued _ 

Life Operations 

Under generally accepted accounting principles, pre¬ 
mium income is recognized as revenue for traditional life 
products and annuities with life contingencies, and con 
tract charges are recognized as revenue for universal life- 
type contracts and investment contracts. Therefore, pre 
mi urn income and contract charges are significantly influ¬ 
enced by the type of products sold. Premium income and 
contract charges decreased by $69.3 million, or 5.8%, in 
1992, following an increase of $30.8 million, or 2.6% in 
1991. These changes are primarily related to the level of 
sales of individual annuities with life contingencies and 
certain pension products with life contingencies. 

Supplementary income statement information: 


millions 

1992 

1991 

1990 

Statutory premiums 

f 3,851 4 

1 4.221.5 

$ 4.251-9 

Premium income and contract charges 
earned 

t 1,127.6 

1 1.196.9 

$ 1.166.1 

Net investment income 

1,732.7 

1,604.2 

1,2744 

Benefits and expenses 

2,6438 

2,531.4 

2,193.9 

Realized capital gains (lasses), after tax 

2165 

(59.7) 

269.7 

(21.7) 

246.6 

98 

Income tax on operations (excluding 
tax on capital gains (losses)) 

67.7 

82.4 

82 5 

Disconunued operations 

— 

— 

10.5 

Cumulative eflect of aecounung 
changes 

(14.1) 

_ 

_ 

Income 

$ 75-0 

$ 1656 

$ 184.4 


Because of the manner in which life premiums and 
contract charges are recognized for GAAP financial state 
ment purposes, statutory premiums is a better measure of 
sales volume. Statutory premiums, which includes premi 
urns and deposits received from all products, decreased 
$370.1 million, or 8.8%, to $3.85 billion in 1992, following 
a decrease of $30.4 million in 1991 The decline in 1992 
reflects lower sales of pension products and individual an 
nuities as a result of lower interest rates credited to these 
policies, partially offset by an increase in universal life pre 
mi urns. 

Pretax net investment income increased $128.5 mil¬ 
lion, or 8.0% in 1992, following an increase of $329.8 mil¬ 
lion, or 25 9% in 1991. The increases in investment income 
are largely a function of changes in invested assets. In 
vested assets grew $2.42 billion, or 13 1% to $20.91 billion 
in 1992, following an increase of 20.6% in 1991 Invest¬ 
ment income is also influenced by market interest rates 
which generally declined in both periods. Growth of invest¬ 
ment income w r as further slowed by underperforming invest 
ments, principally commercial mongages and high-yield 
bonds. 


Realized capital losses after taxes in 1992 were $59.7 
million, compared to a $21.7 million loss in 1991 The 
downward trend is primarily the result of losses on prob 
lem investments, partially offset by gains on other securi¬ 
ties. Losses on problem investments, principally commer 
cial mongages and high yield bonds, increased in both peri 
ods as real estate and other market and economic condi 
tions worsened and it became apparent that borrowers 
would not be able to fulfill their obligations. 

Income was $75,0 million in 1992, compared with 
$165 6 million in 1991. Provisions for losses on problem 
investments aggregating $151 5 million after taxes in 1992 
compared to $88.9 million in 1991 was the primary reason 
for the decline. Income in 1992 also included a $14 I mil 
lion one time charge for the adoption of SFAS No. 106. 

Regulatory Environment 

.Allstate's insurance businesses are subject to the ef 
fects of a changing social, economic, and regulatory environ 
ment. Public and regulatory initiatives have varied and in¬ 
cluded efforts to restrict premium rates, impose underwrit 
ing standards, and expand overall regulation. The ultimate 
changes and eventual effects, if any, of these initiatives are 
uncertain. 

.Allstate believes that the law of the United States, and 
of essentially all states, generally assures that a regulated 
insurer must be granted the opportunity to earn a fair and 
reasonable return from its regulated insurance business 
Allstate will continue to vigorously pursue relief from ad 
verse government actions through the regulatory administra 
tive processes and in the couas. As descril^ed in note 4, the 
financial impact of this changing environment on Allstate’s 
future results of operauons is not presently determinable 
but is not expected to have a material impact on liquidity 
or capital resources. 

In September 1991, .Allstate filed a plan with the New 
Jersey Department of Insurance for its gradual and orderly 
withdrawal from the property and casualty insurance mar 
ket in New Jersey'. However, on Dec 15, 1992, Allstate and 
the New' Jersey Department of Insurance reached an agree 
ment whereby Allstate w'ould suspend its plan of with¬ 
drawal for a period of two years commencing Jan 1. 1993, 
and all pending litigation would be dismissed, with the ex 
ception of one issue discussed in note 4. 












Summarized Statements of Financial Position 


millions 


December 31 


1992 

1991 

Assets 



Investments (note 3) 



Fixed income securities 



Held to maturity, at amortized cost (market 118,930.5 and $32,126.1) 

$17,731.2 

$29,885.7 

Available tor sale, at amortized cost (market $15,379.6) 

14,412.0 

— 


32.143-2 

29.885 7 

Equitv securities, at market (cost $3,203 5 and $2,876.9) 

3,837.1 

3.416.5 

Mortgage loans 

3,700.8 

3.862.8 

Short-term 

1,095.7 

860 6 

Other 

9**.0 

835.5 

Total investments 

41,730.8 

38,861 1 

Premium installment receivables 

1,874.9 

1,793.6 

Deferred policy- acquisition costs (note 1) 

1,528.9 

1,422.3 

Property and equipment, net 

904.3 

948 0 

Accrued investment income 

670.4 

669 2 

Deferred income taxes 

1,206.6 

618.3 

Cash 

125.8 

217.4 

Other 

2.099.3 

1,2459 

Total assets 

$50,141.0 

$45,7758 

liabilities 



Reserve for property liability insurance claims and claims expense 

$13,808.4 

$12,370.5 

Reserve for life insurance policy benefits 

4,442.5 

4,057.4 

Contractholder funds 

15,798.5 

13.730.3 

Unearned premiums 

5,350.2 

5,094.2 

Claim payments outstanding 

536.3 

373.7 

Other liabilities and accrued expenses 

3,022.4 

1,998.7 

Total liabilities 

42,958.3 

37,624.8 

Capita] 

7,182.7 

8,151-0 

Total liabilities and capital 

$50,141.0 

$45,775.8 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Analysis of Financial Condition 


Investments 

Allstate’s property-liability and life insurance opera¬ 
tions have separate portfolios that support the policy obli 
gations of their respective operations. Investment strategies 
vary based on the nature of the insurance operations. 
Allstate follows an investment strategy that combines the 
goals of safety, stability, liquidity, growth and total return, 
and seeks to balance preservation of principal with after¬ 
tax yield, while maintaining portfolio diversification. Such 
diversification is an important factor in providing the bal¬ 
ance necessary to maintain relative safety of principal, pre 
dictability of income, growth of surplus, appropriate asset 
liability matching and a strong liquidity position 


Invested assets aggregated $4173 and $38.86 billion at 
Dec. 31, 1992 and 1991. respectively, contributing income 
constituting 13 8% and 15 5% of total revenues in 1992 and 
1991- The composition of the property-liability and life 
portfolios by investment type at Dec. 31. 1992 is as 
follows: 


$ millions 

Property-liability- 

Life 


Total 


Fixed income 
securities 

$16,589 6 

79.7% $15,553.6 

74.4% $32,143 2 

77 0' 

Equities 

3,096.0 

14.9 

741.1 

3.5 

3.837.1 

92 

Mortgage loans 

80.6 

04 

3,620.2 

17.3 

3.700.8 

89 

Real estate 

401.2 

19 

213-8 

1.0 

615.0 

1.5 

Short-term 

626.9 

3-0 

4688 

2.3 

1.095.7 

2.6 

Other 

235 

0.1 

3155 

15 

339.0 

0.8 

Total 

$20,817.8 

100.0% $20,913 0 

100.0% $41,730.8 

100 0' 
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Allstate Insurance Group 


Analysis of Financial Condition continued _ 

Fixed income securities accounted for 77% of Allstate’s 
total investments at Dec. 31, 1992. Fixed income securities 
consist of municipal bonds, publicly-traded corporate 
bonds, private placements, mongage-backed securities, 

U.S. Government bonds and other foreign government 
bonds. Fixed income securities of 132.14 billion held at 
Dec. 31, 1992 carried a market value of $34.31 billion with 
unrealized net capital gains of $1.43 billion. 


Fixed Income Securities 

Distribution 



Private 

Placements 

20 . 5 % 


Mortgage-backed Securities 

18 . 3 % 


The municipal bond portfolio is well diversified and 
consists of approximately 20,000 issues representing approx 
imately 3,800 issuers. Approximately 96% of the municipal 
bonds are rated investment grade. These ratings are deter 
mined by Standard & Poor's or Moody's or, in the case of 
the nonrated issues (5% of the total ), by comparable Na¬ 
tional Association of Insurance Commissioners Security Val 
uation Office ratings. The average quality rating of this 
bond portfolio was A+ at Dec. 31, 1992. 

Publicly traded corporate bonds totaled $3 57 billion 
at Dec. 31, 1992, representing 8.6% of total invested assets. 
The portfolio is invested in over 480 issuers with no expo 
sure greater than 2.2% in a single insurer Approximately 
83% of the publicly traded holdings are investment rated, 
with approximately 50% rated single A or better. 

The privately placed debt, totaling $6.6 billion at Dec 
31, 1992 and representing 15-8% of total invested assets, 
generally provides higher yields than comparable public se 
curities, improved cash flow and a combination of features 
to protect against losses. Approximately 91% of the 
privately-placed debt is rated investment grade. 


Mongage backed securities totaling $5-9 billion as of 
Dec. 31, 1992 are primarily Government National Mongage 
.Association or Federal Home Loan Mongagc Corporation 
pass-through securities and are structured as publicly 
traded collateralized mongage obligations. Approximately 
98% are triple-A credit quality 

In November 1992, Allstate re-evaluated its intentions 
to hold to maturity all of its fixed income securities and 
designated certain investments as available for sale. Invest¬ 
ments designated as available for sale are expected to be 
held for an indefinite period and may be sold depending 
on interest rates, tax position, and other conditions. Be¬ 
cause die aggregate market value of these investments ex 
ceeded the amortized cost, there was no financial state 
ment effect of the change in designation. 

Allstate closely monitors its fixed income portfolio for 
declines in value that are other than temporary. Write¬ 
downs are determined based on management's estimate of 
net realizable value. Securities are placed on non accrual 
status when they are in default or when the receipt of sched¬ 
uled interest payments is in doubt. The total pretax income 
effect of losses attributable to such problem, restructured 
and potential problem fixed income securities for 1992 and 
1991 was $ _r 6.8 million and $100.5 million. 

Funds are also invested in common stocks for their 
high potential for long term growth and return Allstate’s 
portfolio is well-diversified and balanced across different in 
dusuy sectors. At Dec. 31. 1992 common stocks of $3.84 
billion are carried at market values in excess of cost of 
$633-6 million 

Allstate’s investments in commercial mortgage loans at 
Dec. 31, 1992 totaled $3.7 billion and represent 8.9% of 
total invested assets. The mongage loan pun folio is well 
diversified as to property type, geographic area and borrow 
er. The mongage loan ponfolio consists of first mongages 
on developed office buildings and retail and industrial prop 
enies located in major metropolitan areas throughout the 
nation. 
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Summarized Statements of Cash Flows 


millions Year Ended December 31 



1992 

1991 

1990 

Gash flows from operating activities 

Group income (loss) 

$ (825.2) 

$ 722.5 

$ 701.3 

Adjustments to reconcile Group income (loss) to net cash provided by 
operating activities 

Depreciation, amortization and other noncash items 

112.1 

104.7 

937 

Cumulative effect of accounting changes 

493.9 

— 

— 

Realized capital gains and losses 

(162.1) 

(4.9) 

(181 2) 

Increase in policy benefit and other insurance reserves 

1,852.3 

1,846.3 

2,004.8 

Change in deferred income taxes 

(619.6) 

(323.2) 

(2638) 

Changes in other operating assets and liabilities 

(38.3) 

234.2 

243-3 

Net cash provided by operating activities 

813.1 

2,579.6 

2,598.1 

Cash flows from investing activities 

Proceeds from sales 

Fixed income securiues 

5,156.5 

2,376.6 

970 6 

Equity’ securities 

1,351.5 

1.383.0 

1,245 0 

Investment collections 

Fixed income securities 

2,973.6 

1.853.6 

9157 

Mongage loans 

113.1 

214.4 

664 

Investment purchases 

Fixed income securities 

(10,000.5) 

(8,524.6) 

(5,610 1) 

Equity securities 

(1,565.8) 

(1,775.0) 

(1,438.0) 

Mongage loans 

(381.9) 

(749.3) 

(922.5) 

Net change in short term investments 

(235.1) 

635.2 

(354.7) 

Change in other investments 

(33-3) 

(74.3) 

(12 I) 

Increase in property and equipment 

(119-9) 

(256.5) 

(224.2) 

Net cash used in investing activities 

(2,741.8) 

(4,916.9) 

(5.363.9) 

Cash flows from financing activities 

Payments received under investment contracts 

2,770.6 

2,914.9 

2,898 1 

Interest credited to investment contracts 

1,034.6 

911.0 

707.9 

Payments on maturity of investment contracts and other charges 

(1,766.3) 

(1.258.1) 

(708 4) 

Dividends paid to Corporate 

(201.8) 

(1099) 

(108.4) 

Net cash provided by financing activities 

1,837.1 

2,457.9 

2,789.2 

Net increase (decrease) in cash 

(91.6) 

120.6 

234 

Cash at beginning of year 

217.4 

96.8 

73.4 

Cash at end of year 

$ 125.8 

f 217.4 

$ 96.8 


See notes to Consolidated and Allstate Insurance Group summanzed financial statements. 


Analysis of Financial Condition continued _ 

Allstate closely monitors its commercial mongage loan 
portfolio on an individual loan basis. Mortgages are placed 
on non accrual status when they are delinquent or when 
the receipt of interest is doubtful. At Dec. 31, 1992 the mort¬ 
gage loan portfolio included approximately 6.7% problem 
and restructured loans. In addition, approximately 12.1% of 
the portfolio consisted of loans that are current but which 
have been identified as potential problems with respect to 
future performance. 

Allstate’s policy is to establish valuation reserves for 
uncollectible amounts based upon specific evaluation of 
the underlying collateral and the borrower. Valuation re¬ 
serves arc provided for the excess of the loan balance over 
the estimated fair value of the underlying collateral for 
loans that are in the process of foreclosure or are consid¬ 
ered in substance foreclosed. Valuation reserves on the 


remainder of problem and potential problem loans are 
based on the estimated uncollectible principal amount. Val¬ 
uation reserves at Dec. 31, 1992 and 1991 were $144.7 mil 
lion and $37.3 million, respectively. 

Liquidity 

Allstate's operations generate substantial positive cash 
flow- from operations as a result of premiums and deposits 
received in advance of the time claims and policy-holder 
benefits are paid. These positive operating cash flows along 
wfith that portion of the investment portfolio that is held in 
cash and highly liquid securities meet the liquidity require 
ments of the operations. Allstate was able to meet the cash 
requirements of Hurricane Andrew-, w'hich were $2.0 bil 
lion of payments between Aug. 24 and Dec. 31, 1992, with 
normal operating cash flow's supplemented by sales of 
short and medium-term securities. 
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Allstate Insurance Group 


Notes to Summarized Financial Statements _ 

Summary of Significant Accounting Policies 
Basis of presentation 

The summarized financial statements of Allstate Insur¬ 
ance Company include property-liability insurance, life in¬ 
surance and adjunct business operations such as Allstate 
Motor Club 

Basis of accounting 

The financial statements have been prepared on the 
basis of generally accepted accounting principles which 
vary from statutory accounting principles prescribed or per 
muted by insurance regulator}' authorities. On a statutory 
basis, capital of the property' liability operations was |4.8 
and $5-4 billion and capital of the life operations was $1.0 
billion and $900.3 million at Dec. 31, 1992 and 1991, respec 
tively. Statutory net income (loss) of the property liability- 
operations was $(1.06) billion and $244.3 million and statu 
tory net income of the life operations was $ 195-5 and 
$ 161.7 million in 1992 and 1991, respectively 

Investments 

Fixed income securities include bonds, redeemable pre 
ferred stocks, and mongage-backed securities. Fixed in 
come securities which Allstate has the ability and intent to 
hold to maturity (“held to maturity") are carried at amor 
tized cost. Fixed income securities which are available for 
sale (“available for sale" ) are carried at the lower of amor¬ 
tized cost or market, determined in the aggregate. Any ex 
cess ol such aggregate cost over market value, less deferred 
income taxes, is reflected as a component of capital Provi¬ 
sions are made to writedown the carrying value of fixed 
income securities for declines in value that are other than 
temporary Equity securities include common and non 
redeemable preferred stocks which are carried at market 
values. The difference between cost and market value of 
equity securities, less deferred income taxes, is reflected as 
a component of capital. Mortgage loans are carried at out 
standing principal balance, net of unamortized premium or 
discount and an allowance for amounts estimated to be un 
collectible. For loans in foreclosure and in-substance fore 
closed, the valuation allowance is based on the estimated 
fair value of the underlying collateral Short-term invest¬ 


ments are earned at cost Real estate investments are ac¬ 
counted for by the equity method. Real estate acquired 
through foreclosure and held for sale is carried at die 
lower of fair value or depreciated cost, less a valuation al 
lowance Other investments, which consist primarily of pol 
icy loans, are carried at the unpaid principal balances. 

Investment income consists primarily of interest and 
dividends. Interest is recognized on an accrual basis and 
dividends are recorded on the date of declaration. Interest 
income on mortgage-backed securities is determined on 
the effective yield method based on estimated principal pre 
payments Accrual of income is suspended for fixed in 
come securities and mortgage loans that are in default or 
when the receipt of interest payments is in doubt Realized 
capital gains and losses are determined on a specific identi 
fication basis. 

Property-liability insurance accounting 

Premiums, net of reinsurance ceded, are deferred and 
earned on a pro rata basis over the terms of the policies. 

Certain costs of acquiring insurance business, princi 
pally agents' compensation and premium taxes, are de 
ferred and amortized to income as premiums are earned. 
Future investment income is considered in determining the 
recoverability of deferred acquisition costs. 

The reserve for claims and claims expense is the esti 
mated amount necessary to settle both reported and unre 
ported claims of insured losses, based upon the facts in 
each case and Allstate’s experience with similar cases. Esti 
mated amounts of salvage and subrogation and reinsur¬ 
ance recoverable on unpaid claims are deducted from the 
reserve for claims and claims expense 

Management believes that the reserve for claims and 
claims expense at Dec. 31, 1992 is appropriately estab 
lished in the aggregate and adequate to cover the ultimate 
net cost of reported and unreported claims arising from 
losses which had occurred by that date. Such reserves are 
necessarily based on estimates and the ultimate net cost 
may vary from such estimates. These estimates are regu 
larly reviewed and updated using the most current informa 
tion that is then available. Any resulting adjustments are 
reflected in current operations 
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Notes to Summarized Financial Statements continued 


Life insurance accounting 

Premiums for traditional life insurance are recognized 
as revenue when due. Accident and disability premiums 
are earned on a pro rata basis over the policy period. Reve¬ 
nues on universal life-type contracts are comprised of con 
tract charges and fees and are recognized when assessed 
against the policyholder account balance. Revenues on in 
vestment contracts include contract charges and fees for 
contract administration and surrenders. These revenues are 
recognized w r hen levied against the contract balances. 

Gross premium in excess of the net premium on limited 
payment contracts with premiums paid over a period 
shorter than the contract period are deferred and recog 
nized over the contract period. 

Reserves for life insurance policy benefits relate to tra¬ 
ditional life, disability and accident insurance. Policy' bene 
fit reserves for traditional life and disability insurance are 
computed on the basis of assumptions as to future invest¬ 
ment yields, mortality, morbidity, terminations, and ex¬ 
penses. These assumptions, which for traditional life are ap¬ 
plied using the net level premium method, include provi¬ 
sions for adverse deviation and generally vary by such char 
acteristics as plan, year of issue and policy' duration. Re¬ 
serve interest rates generally range from 4.0% to 9 5%. 
Policy benefit reserves for accident insurance include claim 
reserves and unearned premium. 

Contractholder funds are reserves for universal life- 
type and investment contracts. Reserves for universal life- 
type contracts are established using the retrospective de¬ 
posit method. Under this method, liabilities are equal to 
the account balance that accrues to the benefit of the 
contractholder. Reserves for investment contracts represent 
the aggregate of contractholder account balances. 

Certain costs of acquiring insurance business, princi¬ 
pally agent’s compensation, certain underwriting costs and 
direct mail solicitation expenses, are deferred and amor 
tized to income. For traditional life, limited payment con 
tracts and accident and disability, these costs are amortized 
in proportion to the estimated revenues on such business. 
For universal life type and investment contracts, the costs 
are amortized in relation to the present value of estimated 
gross profits on such business. Changes in actual or esti 
mated gross profits will result in adjustments in the amorti 
zation of these costs. 


1. Deferred policy acquisition costs 

Policy acquisition costs, deferred and amortized to in 
come, are as follows: 


millions Year Ended December 31 



1992 

1991 

1990 

Property-liability 

Amount deferred 

$1,773.8 

$1,754 5 

$1,672.0 

Amount amortized to income 

1.742.1 

1.7157 

1,6314 

Life 

Amount deferred 

246.8 

252.2 

236.6 

Amount amortized to income 

171.9 

104.1 

114.7 


2. Reinsurance 

Allstate assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and mini 
mize exposure on large risks. Reinsurance balances, includ 
ing amounts due from various pools, associations, and facil 
ities, are as follows: 


millions 


1992 

1991 

1990 

Premiums assumed 

Property-liability 

$ 

834.8 

$ 771.6 

$ 896 5 

Life 


10.1 

101 

9.8 

Total 

$ 

844.9 

$ 781 7 

$ 906.3 

Premiums ceded 

Property-liability 

$ 

480.0 

$ 400.8 

$ 382.5 

Life 


38.1 

28.0 

20.8 

Total 

$ 

518.1 

$ 428.8 

$ 403.3 

Reinsurance recoverables deducted from 
Reserve for property-liability claims and 
claims expense 

$1,339 8 

$1,028.1 

$1,028.6 

Life policy benefits and contractholder 
funds 


341.7 

340.0 

330.2 

Unearned premiums 


125.2 

993 

94.1 

Total 

$1,806.7 

$1,467a 

$1,452 9 


Reinsurance ceded arrangements do not discharge 
Allstate as the primary' insurer. Amounts recoverable from 
pools, associations and facilities included above are $334.1, 
$325.6 and $3113 million at Dec. 31, 1992, 1991 and 1990, 
respectively. No amount due from any one reinsurer is in 
excess of $114.0, $105.8 and $108.2 million at Dec. 31. 

1992,1991 and 1990, respectively. 


Related party transactions 

Insurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on Group 
revenues and net income is not material. 
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Allstate Insurance Group 


Notes to Summarized Financial Statements continued 


3. Investments Unrealized capital gains (losses) on equity securities 

The market values of fixed income securities were as included in capital at Dec. 31. are as lolhjws: _ 


follows: 





Market 

millions Cost Value 


Net 

millions 



December 31. 1992 

unrealized 
Gams (Losses) Gains 



Gross Unrealized 


Common stocks $3,009 0 $3,642.3 

Preferred stocks 194 5 194.8 

$714.1 $(80.8) 

2.0 (1.7) 

$6333 

0.3 


Cost 

Gains 

(Losses) 

Market Value 

tJS Government 
and agencies 
Municipal 

Corporate bonds 

* 1,010.9 
14.625.6 

* 574 

1,190.3 

$ (1.2) 
(307) 

* 1,067.1 
15,785.2 

$3,2035 $3,837.1 

$716.1 $(82.5) 

$633.6 

Deferred income taxes and other 


205 6 

103250 

296.1 

758.5 

113 

(55-8) 

(15) 

11,027 7 

305-9 

Total 


$428 0 

and obligations 
Foreign 
government 
Mortgage backed 

The change in unrealized capital gains (losses), net of 
applicable income taxes, for fixed income securities and eq 
uitv securities are as follows: 

securities 

5.885.6 

2993 

(60.7) 

6,124.2 

millions 

Year Ended December 31 



$2,316.8 

$( 149.9) 

$34,310.1 




*32.143-2 


1992 1991 

1990 







$(48 6) $1,177.4 

$(202.2) 

millions 



December 31, 1991 

Equity securities 

625 3784 

(267 9) 



Gross Unrealized 






Cost 

Gains 

(Losses) 

Market Value 

Investment income hv investment type is as follows: 

U S Government 

$ 453-7 

15.112.3 

9.494.1 

291.6 

4,534.0 

* 43.8 

1,236.9 

7144 

24.1 

3759 

$ (0.1) 
(23 1) 

(127 3) 

(0 1) 

(4.1) 

* 497 4 

16,326 1 

10,081.2 

315 6 

4,9058 

millions 

Year Ended December 31 

and agencies 
Municipal 

Corporate bonds 
and obligations 
Foreign 
government 
Mortgage backed 
securities 


1992 1991 

1990 

Investment income 
’ Fixed income securities 

Equity secunues 

Mortgage loans 

Real estate 

Short term 

$2,735-1 $2,454.4 
100 4 80.7 

331 2 358.2 

11 4 10.2 

64 5 119 0 

$2,1255 
735 
277.9 
8.6 
139 2 


129.885.7 

$2,395 1 

$( 154.7) 

$32,1261 

Other 

160 19 3 

0.6 


Invesuneni income, before expense 
Investment expense 

3.258 6 3,0418 

58 1 40.4 

2.625-3 

54.0 






Dec. 31, 1992 as follows: 

0 I it’iC.1 «SC Ii 



Investment income, less investment 
expense 

$3.200 5 $3,001.4 

$2,571.3 





Market 

Value 

millions 



Cast 



are as 

Within 1 year 

After 1 year through 5 years 

After 5 years through 10 years 


$ 9530 

5,432.2 
6,784.9 

* 992.1 

5,857.2 
7,270.5 

follows: 


millions 

Year Ended December 31 

.After 10 years 



13.087 5 

14,066.1 


1992 1991 

1990 




26.257.6 

5.8856 

28,185 9 
6,124.2 


Mortgage backed securities 


Fixed income securities 

Equity' secunues 

Other investments 

* 215 7 * 16.8 

112 3 51.1 

* 36 
182 1 




*32.143-2 

$34,310 1 

(165 9) (63-0) 

(4.5) 

The proceeds from sales of investments in fixed in 

Realized capital gains 

Income taxes 

162.1 4.9 

55.1 1.7 

181.2 

61.6 

come securities, < 

excluding calls, and related gross realized 

Realized capital gains, net of tax 

$ 107,0 * 3.2 

$1196 

gains and losses are as follows: 






millions 



Year Ended December 31 

The pretax income effect of provisions for investment 




1992 

1991 1990 

losses, principally precisions lor other than temporary tie 
dines in value on fixed income securities and valuation re 

Proceeds 



$5,156.5 *2,3766 1970.6 

Gross realized gams 
Gross realized losses 



2245 
(35 5) 

73-2 26.9 

(39.3) (22.4) 

in 1992. 1991 and 1990, respectively. 


Net realized gains on sales 


* 189 0 * 

339 * 4.5 
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Notes to Summarized Financial Statements continued 


4. Regulation and l>egal Proceedings 

Various legal and regulatory actions are currently pend 
ing that involve Allstate and specific aspects of its conduct 
of business in certain states. While the aggregate dollar 
amounts involved in these actions cannot be determined 
with certainty, the amounts at issue could have a significant 
effect on results of operations. However, in the opinion of 
management, the ultimate liability in one or more of these 
actions in excess of amounts currently reserved is not ex¬ 
pected to have a material effect on liquidity or capital re¬ 
sources. The following is a summary' of the more signifi 
cant proceedings. 

California Proposition 103 

On Nov. 8, 1988, the voters of California approved 
Proposition 103, which made a number of changes concern 
ing the conduct of insurance business in the state. A signifi 
cant provision ("rollback provision") required certain prop 
city-liability insurance rates (including those in most lines 
written by Allstate in California) on policies written after 
Nov. 7, 1988, to be reduced by 20% from rates in effect on 
Nov. 8, 1987. The California Supreme Court upheld most 
of Proposition 103 in Calfarm v. Deukmejian; however, 
the decision permits insurers to charge rates which provide 
a fair and reasonable rate of return and which meet the 
standards in § 1861.05 of the California Insurance Code 
that no rate shall be excessive, inadequate or unfairly dis¬ 
criminatory. 

In January 1991, the California Insurance Commis¬ 
sioner repealed regulations issued by the predecessor Com 
missioner and issued new regulations governing the deter 
mination of insurers' rollback liabilities. On Oct. 17, 1991, 
pursuant to his rollback regulations, the Commissioner is¬ 
sued an order contending that Allstate was required to re 
fund $243.7 million, including $47.8 million in interest 
through that date, to its customers. Interest continues to 
accrue at 10% a year. California law, as well as the regula 
tions and the rollback orders, provide that each insurer is 
entitled to a company specific hearing to determine its indi 
vidual rollback liability. To date the Commissioner has not 
scheduled a company specific hearing on the order. 

On July 15, 1992, the California Office of Administra 
tive Law. an administrative agency with certain authority to 
review and approve regulations promulgated by the Com 
missioner of insurance, disapproved the regulations upon 
which the rollback order was based. In addition, in a case 
involving another insurer in which Allstate had intervened 
("20th Century v. Garamendi"), the California Superior 
Court, citing statutory and constitutional grounds, recently 
issued a decision subject to revision by the Court following 
a prescribed comment period, declaring that the regula 
tions were invalid and void and enjoining the Commis¬ 
sioner from enforcing the regulations or orders issued pur 
suant to the regulations. The Court also held that any roll 
back ordered by the Commissioner must permit a reason 
able return to the insurer, although that return must be at 


the lower boundary' of the range of reasonable returns. 

The Court also reaffirmed that each insurer must have an 
opportunity to demonstrate what rate of return was neces 
sary to satisfy its own capital needs. The Commissioner has 
already publicly stated his intention to appeal the Superior 
Court’s decision. The outcome of such an appeal cannot 
be predicted, although a decision adverse to 20th Century- 
may adversely affect Allstate’s legal position and ultimate 
exposure under Proposition 103 

A few insurers, in 1992, have paid rollbacks pursuant 
to negotiated setdements with the Commissioner. While set 
dement is always a possibility, Allstate contends that the 
rollback order is unconsutudonal and otherwise inconsis¬ 
tent with federal and state law and would produce confisca 
tory results, and further contends that it is not required as 
a matter of law to refund any amounts to its California 
policyholders. 

Other Regulatory Matters 

In North Carolina, the state rate bureau on behalf of 
its members, including Allstate, is challenging regulatory ac 
dons that would result in refunds of auto premiums to poll 
cyholders under certain conditions. The matter is currendy 
pending before the North Carolina Supreme Court. In Mas 
sachusetts, Allstate is involved in liugauon with the Com 
monwealth Automobile Reinsurers, a shared market mecha 
nism for automobile insurance, related to Allstate’s w-ith 
draw'al from the state. Setdement negouadons betw'een the 
parties are condnuing. In New Jersey, the commissioner of 
insurance has appealed a decision by the Superior Court of 
New- Jersey invalidaung a $39 million penalty assessed 
against Allstate relaung to its conduct in the Market Transi- 
uon Facility, a shared market mechanism for automobile 
insurance. 

Antitrust Litigation 

Allstate is a defendant along with a number of other 
insurers and endues in andtrust liugauon filed by the attor 
neys general of various states. The states allege that the de¬ 
fendants conspired to reduce the coverage under revised 
commercial general liability forms filed with state insurance 
regulators by the Insurance Services Office, a rating bureau 
The states requested unspecified treble damages and other 
relief. This litigadon also includes 17 private class acuons 
asserting claims on behalf of private endues that were alleg¬ 
edly unable to obtain desired commercial general liability- 
coverage as the result of defendants’ conduct. 

In June 1991, the United States Court of Appeals for 
the 9th Circuit reversed the U.S. District Court s decision 
granting the defendants’ morion for summary judgment 
finding that the McCarran-Ferguson Act granted immunity 
to the various defendants for the alleged anritrust acuons 
and remanded the matter to the District Court In October 
1992, the United States Supreme Court agreed to review 
the decision. Oral argument took place on Feb. 23, 1993, 
and a decision could be rendered at any lime. 
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Sears, Roebuck and Co 


Responsibility for Financial Statements _ 

The financial statements, including the financial analy¬ 
sis and all other information in this annual report, were 
prepared by management which is responsible for their in¬ 
tegrity and objectivity. Management believes the financial 
statements, which require the use of certain estimates and 
judgments, fairly and accurately reflect the Company's finan 
cial position and operating results, in accordance with gen 
erally accepted accounting principles. All financial informa 
lion in this annual report is consistent with the financial 
statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all 
material respects, assets are maintained and accounted for 
in accordance with management’s authorizations and trans 
actions are recorded accurately in the books and records. 
The concept of reasonable assurance is based on the prem 
ise that the cost of internal controls should not exceed the 
benefits derived. To assure the effectiveness of the internal 
control system, the organizational structure provides for de¬ 
fined lines of responsibility and delegation of authority. 

The Company’s formally suited and communicated policies 
demand of employees high ethical standards in their con 
duct of its business. These policies address, among other 
things, potential conflicts of interest; compliance with all 
domestic and foreign laws, including those related to finan 
cial disclosure; and the confidentiality of proprietary infor 
mation. As a further enhancement of the above, the 
Company's comprehensive internal audit program is de¬ 
signed for continual evaluation of the adequacy and effec 
tiveness of its internal controls and measures adherence to 
established policies and procedures. 


Deloittc & Touche, independent certified public ac 
countants, have audited the financial statements of the Com 
pany and their report is presented below'. Their audit also 
includes a study and evaluation of the Company’s control 
environment, accounting systems and control procedures. 
The independent accountants and internal auditors advise 
management of the results of their reviews, and make rec 
ommendations to improve the system of internal controls 
Management evaluates the audit recommendations and 
takes appropriate action. 

The Audit Committee of the Board of Directors is com 
prised entirely of directors who are not employees of the 
Company. The committee reviews audit plans, internal con 
trol reports, financial reports and related matters and meets 
regularly with the Company's management, internal audi 
tors and independent accountants The independent ac¬ 
countants and the internal auditors advise the committee 
of any significant matters resulting from their audits of our 
financial statements and internal controls and have free ac 
cess to the committee without management being present 

Edward A. Brennan 
Chairman and 
Chief Executive Officer 

Edward M Liddy 
Senior Vice President and 
Chief Financial Officer 

James A. Blanda 
Vice President and 
Controller 


Report of Independent Certified Public Accountants 

To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 


We have audited the accompanying Consolidated State 
ments of Financial Position of Sears, Roebuck and Co. as of 
December 31, 1992 and 1991, and the related Consolidated 
Statements of Income, Shareholders’ Equity and Cash 
Flow's for each of the three years in the period ended De 
cember 31, 1992. These financial statements are the respon 
sibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements 
based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards Those standards require that 
we plan and perform the audit to obtain reasonable assur¬ 
ance about whether the financial statements are free of ma¬ 
terial misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates 
made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 


In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position 
of Sears. Roebuck and Co. as of December 31, 1992 and 
1991. and the results of its operations and its cash flows lor 
each of the three years in the period ended December 31, 
1992 in conformity with generally accepted accounting prin 
ciples 

.As discussed in note 1 to the consolidated financial 
statements, the Company changed its accounting for post 
retirement benefits in 1992. 


February 25. 1993 
Chicago, Illinois 
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Corporate Responsibility 


Corporate responsibility continues to be an 


important part of our commitment to our 


employees, shareholders, customers and suppliers. 

Through employee involvement and strategic funding 
totaling more than $22.0 million in cash contributions, 
Sears, Roebuck and Co., The Sears Roebuck Foundation 
and Sears business groups continued a strong tradition 
of working to strengthen communities across the 
country. 

United Way continued to be a primary vehicle for 
supporting community based social service programs. In 
1992, contributions from our business groups totaled 
$6.8 million. In addition, our employees pledged 
millions of dollars in cash and donated thousands of 
hours in volunteer service to United Way and its 
member agencies. 

Sears commitment to educational excellence and to 
an enhanced appreciation for the multicultural diversity 
of our country was the catalyst for several programs. 

In New York City and Chicago, Dean Witter 
encouraged economically disadvantaged young people 
to stay in high school through its broker/dealer 
partnerships with local high schools. "Discover Card 
Tribute Award” scholarships, administered by the 
American Association of School Administrators, 
recognized the outstanding achievements of high school 
juniors. It made available more than 470 scholarships 
totalling nearly $800,000. 

Sears maintained its exclusive sponsorship of the 
National PTA's "Reflections” program, a competition 
that encourages students to explore literature, music 
and visual ans. And a grant from The Sears-Roebuck 
Foundation will support “Americans All,” a national 
curriculum that builds greater ethnic understanding and 
acceptance among teachers, students and volunteers. 

In 1992, The Sears-Roebuck Foundation launched its 
innovative National Newspaper Publishers 
Association/University of Missouri Journalism School 
Newspaper Prototype Project. The three-year project will 
help ensure the African-American press continues to 
serve as a powerful literacy and community 
development tool. 

Allstate continued its close partnership with 
Neighborhood Housing Services (NHS) programs that 
help local residents rebuild their neighborhoods. 
Nationally, Allstate has contributed more than $21 
million to these initiatives over the past several years. 

Also unchanged in 1992 was the Corporation’s 
support for families in need. In the wake of Hurricanes 
.Andrew and Iniki, the Sears family of companies and its 


employees stepped in to help victims begin to put their 
lives back together. The Merchandise Group donated 
apparel, bedding items, water and ice to the relief 
efforts. In addition, Allstate, Coldw^ell Banker and Dean 
Witter provided financial support. In total, the Sears 
family of companies, through cash and merchandise 
donations, contributed more than $3 5 million to aid 
hurricane victims. 

The holidays were cheerier for thousands of children 
thanks to the generosity of shoppers wTio donated 
44,955 gifts valued at $1,124,000 through Homan 
shopping center “Giving Trees” decorated with 
children’s wish lists. Local charities also benefitted from 
Homan’s “Spirit of Giving” program wdiich raised more 
than $182,000 through the sales of shopping bags and 
gift wTap donations. In addition, Coldwell Banker 
continued in its role as a national co-sponsor of the U.S. 
Marine Corps annual Toys for Tots campaign. 

Our policy of equal employment opportunities for 
women, minorities and the physically challenged 
continued unabated in 1992. The Company's clearly 
stated policy on sexual harassment [It is the policy of 
the Company that associates of both sexes wall be 
allowed to work free of any sexual harassment from 
fellow associates, supervisors, or management.] 
continued to be enforced. 


Sears. Roebuck and Co. principal domestic business groups' 
percentages of female and minority employees In each job category 
defined by the Equal Employment Opportunity Commission 


Job Categories 

Female 

Asian/ 

Pacific 

Black Hispanic Islander 

American 

Indian./ 

Alaskan 

Native 

Total 

Employees 
in thousands 

Officials and Managers 

37.4 

79 

40 

1 1 

0.4 

385 

Professionals 

49.2 

12.1 

51 

3.6 

0.4 

184 

Technicians 

46.4 

13.8 

67 

0.2 

0.6 

68 

Salesworkets 

536 

14.5 

75 

1.7 

0.8 

151 1 

Office and Clerical 

83.6 

16.3 

6.9 

23 

0.6 

918 

Cxaftworkers 

4.1 

10.7 

79 

16 

0.6 

37.2 

Operatives 

39 

18.9 

98 

1 4 

1.0 

98 

Laborers 

33-3 

21.1 

96 

13 

0.7 

45 6 

Service Workers 

24.7 

17.2 

98 

14 

0.6 

64 

Totals, December 1991 

! 50.1 

14.7 

7.4 

19 

0.7 

4056 


Sears Merchandise Croup Purchases 

Goods and Services 

1992 

Minonty Owned* 

109.009.010 

Woman Owned* * 

129.443.830 

Total 

238,452,840 

’Includes men and women 
* "Non minonty women only 


Sears, Roebuck and Co., a New York corporation, is 
headquartered in Sears Towner, Chicago, Illinois 
©Sears, Roebuck and Co. 1993 
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Corporate Information 

Annual Meeting 

The Annual Meeting of Shareholders of 
Sears, Roebuck and Co. will be held in the 
Doubletree Ballroom at The Doubletree Hotel of 
Kansas City at Corporate Woods, 10100 College 
Boulevard, Overland Park, Kansas on 
Thursday, May 13, 1993, at 10:00 a.m., 
local time. 

Investor Information 

Analysts and investment professionals should 
direct inquiries to: 

Corporate Investor Relations 
Sears, Roebuck and Co. 

Sears Tower — Department 962 
Chicago, IL 60684 
312/875 1468 

General Information 

The following are available upon request 
without charge: 

• a copy of the Form 10-K Annual Report filed 
with the Securities and Exchange Commission 
for the year ended December 31, 1992; 

• an audio-cassette tape of the company’s 1992 
Annual Report for use by the visually 
impaired; 

• a copy of the Sears, Roebuck and Co. 
Corporate Responsibility Report which 
includes The Sears-Roebuck Foundation 1992 
Report; 

• interim financial information. 

Requests for the above information should be 
addressed to: 

Public Affairs 
Sears, Roebuck and Co. 

Sears Tower 
Chicago, IL 60684 
312/875-9785 

Transfer Agent/Shareholder 
Records 

For information or assistance regarding 
individual stock records, transactions, dividend 
reinvestment accounts, dividend checks or stock 
certificates, contact: 

First Chicago Trust Company of New York 

P.O.Box 3931 

Church Street Station 

New York, NY 10008-3931 

212/791-3357 

Registrar 

First Chicago Trust Company of New York 
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